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EXECUTIVE SUMMARY
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rectangular mailthat meet certain criteria.l Service performance and operational efficiency
for flats has historically been below that for other types of mail.

Section 206 of the Postal Service Reform Act (PSRA) required the Commission to conduct a

A A e N o

(a) Flats Operations Study :

(1) In General? The Postal Regulatory Commission, in

consultation with the Inspector General of the United States

Postal Serviceshall conduct a study to
(A) comprehensively identify the causes of
inefficiencies in the collection, sorting, transportation,
and delivery of Flats; and
(B) quantify the effects of the volume trends,
investments decisions, excess capacity, and operatidna
inefficiencies of the Postal Service on the direct and
indirect costs of the Postal Service that are attributable
to Flats.

4EA #1101 EOOET idéntllies &dusgeoDinefidedales)in the collection, sorting,
transportation, and delivery of flats. In addition, theFlats Sudy quantifies the effects of the
volume trends, certain investment decisions, excess capacity, and operational inefficiencies
of the Postal Service on costs that are attributable to flats. To carry out théats Sudy, the
Commission collected and reviewed flats data provided by the Postal Servic@ommission
staff alsovisited Postal Service facilitieover a period of4 months (from July to Octder of
2022), visited mailerstfacilities in Novemberof 2022, contracted with an operations

expert, and consulted with theOffice of InspectorGeneral

The principal findings of thisFlats Sudy are:
1 InFY 2022, the cost coverage (revenue divided by attributable cost) for all flats

products increased. However, unit attributable costalso increased for the majority
of flats products.

L A flatshapedmailpiecemust have one dimension that is greater tharl® inches higtor 11-%% inches longr ¥ inch thickand cannot le
more than 12 inches high x 15 inches long x ¥atinick. United States Postal Servid&yblication 32Glossary of Postal Termhly 1, 2016,
at 88, available ahttps://postalpro.usps.com/storages/20184/pub32_glossary.pdf

2 Postal Service Reform Aaft2022 Pub. L. 11-108,8 206(a) 136 Stat. 1127 (2022), available at
https://lwww.congress.gov/117/plaws/publ108/PLAM 7publ108.pdf
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1 Since FY 2010, the total volume of all flats products has decreased by 43.4 percent
or an average o#.6 percent annually.

1 Six pinch points (as identified by the Commissiom previous ACD$ continue to
contribute to cost and service issues for flats: (1) bundle processing; (2) automated
processing (3) manual sorting; (4) allied operations; (5) transportation ; and (6) last
mile/delivery.

1 Reported bundle breakage rates likel underestimate true bundle breakage because
only bundles that break on bundle sortersare reported; however, bundles break or
are treated asif they will break, during other processing stages.

Bundle breakage often results ininefficient manual processing of individual flats.

How bundles are prepared and presented to the Postal Service significantly impact
bundle breakage rates Bettercoordination between the Postal Service and mailers
IS necessaryto improve bundle integrity.

91 Due to the lack d machine countsand clocking errors measurementof both
workhours and volumes in manual flats sorting are unreliable. The lack of reliable
volume or workhour data represents a tremendous loss of opportunity to track or
use this data in any meaningful way

1 Lack of relevant data prevents effective communication between mailers, facility
staff, and Postal Servicéleadquarters, inhibit ing corrective action.

1 Insufficient data, coupledwith data quality issuesmakes it difficult to assesghe
Postal3 AOOE A A & imprévA flats fréaéssing kfficiency.

1 The Postal Servic&loes not alwaysunderstand the sources of flats processing
inefficiencies or track volumes that cause inefficient operations.

1 Recent operational plans, such as decommissionitgats Sequencing SystemKSS
machines and the creation of sorting and delivery centerS&DCs) will likely
impact flats costs.

The PSRA requires the Postal Serviceithin 6 months, eitherto develop and implement a
plan to remedy each inefficiency identified in theé=lats Sudy or else toprovide an
explanation as to why remedying such inefficiency is impracticable. Based on the findings
of the Flats Sudy, the Commission provides the folling suggestionsto the Postal Service
for consideration as it develops its plan. Specifically, the Postal Service shoatthsider:

1 Continuingthe combination of increasing revenue and reducing costs until unit
revenue exceeds unit attributable cost for ach noncompensatory flats product.

1 Continuingto study the causes, impacts, and ways to reduce bundle breakage;
enhancing thereporting and tracking of bundle irregularities; and working with
mailers to ensure corrective actions are implemented when irregjarities are
shared.
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1 Further assesing the quality of its data, particularly as it relates to volume,
workhours, and productivity, andexploring cost effective wayso improve that
quality .

Implementing initiatives to reduce mail processing costs.

Identify ing mail processing facilities with extreme (unusually high or low)
productivity values and thosewith quarterly productivity values based on a large
number of missing workhours or volume targeting those sites to improve their
reporting or explaining why the provided productivity is accurate for a given
facility.

1 Developng an accurate method to track flatshaped mail that is manually processed.
Once there is an accurate measurement of such fishapedmail, the Postal Service
should consider developing a specific plan to: (1) continue to decrease the quantity
of flat-shaped mailpieces processed manually, and (2) achieve a proportional
reduction in unit mail processing costs for manual operations.

1 Includingin its plan specific, achievable goals to reduce costs associated with allied
operations, transportation, and delivery of flats.

1 Quantifying the impact of any initiatives on costs to ensure its efforts are effective.

The Commission will continue to waok with the Postal Service and the postal community to
address these challenges.
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CHAPTER PURPOSE AND SCOPE OF THI
FLATS STUDY

A. Section 206 of the Postal Servi€eform
Actof 2022

Section 206 of the PSRA requires the Commission, in consultation with the Inspector

General of the United States Postal Service, to conduct a Flats Operations Study (Flats
Study).Pub. L. No. 117108, §206(a)(1), 136 Stat. 11271148 (2022). A report on the

AET AET CO T £ OEA OOOAU EO AOA O1 #1171 COAOO AT A
UAAO AZOAO OEA AAOA 11088 206af3). Miadcdrdamcd withthis £ OEE O
statutory requirement, the report is due by Aoril 6, 2023.

The Flats Study includes two major parts. The first part involves analytical research and

Al DPEOEAAT OOOAEAO O1 OAT I POAEAT OEOAT U EAAT OEE
Ol OOET ¢ch OOAT OP1 OO0A O §206(a)(H(1)ATheAskdoriel Pakt Dwblves £ &1 A O
A1 of Al AAOA AT A NOAT OEOAOEOA AT AT UOEO O ONOA
investment decisions, excess capacity, and operational inefficiencies of the Postal Service ’

on the direct and indirect costs ofthe P OOAT 3 AO0OOEAA OEAO IAOA AOOOE/
§ 206(a) (1)(B).

The Commission consulted with thaJSP3Dffice of Inspector GeneralOIG)through review
of OIG audits related to manual processingjscussionsregarding site visits, and periodic
dialoguerelated to preliminary findings .

B. Summary of the Report

In the Executive Summary,ite Commission presents its findings from the study in this
report. In Chapterll, the Commission discusses the financial performance of flats since
FY2008 and summaries actions taken by the Commission to increase transparency and
assist the Postal Service in developing a comprehensive plan to improve flats service
performance and cost coverage.

In Chapterlll, the Commission analyzes common causes of inefficienciaslats operations,
using data provided by the Postal Service and observations from facility visits. The
Commission also provides newly identified causes of inefficiencies and describes the
impact of facility management decisions on efficiency.

In ChapterlV, the Commission analyzes the impact of different factors on flats costéie
Commission reviews volume trends, excess capacity, and operational factorbe



Docket No. SS2024 -5-

Commission also analyzes flats costs for categories such as mail processing, delivery, and
transportation.

"AOAA 11 OEA #1111 EOOEI T80 Al Al UOGEOh OEA #i1i1E
ChapterV for the Postal Service to consider asdevelops its plan to remedy these issues.
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CHAPTER. BACKGROUND

This chapter provides a brief history of the financial performance of flatshaped mail and
summary of Commission flats rules and directives.

A. FlatsVolume and Financial Performance
1. Financial Performance in R¥21-FY2022

The Postal Service has eight mail products that corssiof more than 80 percent flatshaped

mail (flats products).# AsFigure II-1 shows, in FY 2021, five of these flats products did not

generate sufficient revenue to cover their attributable cost5 First-Class Mail Flats, USPS

Marketing Mail Flats, USPS Marketing Mail Carrier Route, Outside County Periodicals, and

In-#1 OT OU O0AOET AEAAI 08 4 E A OAompeddatdrgbA O«CE EA O BAG 1T AQFE
whose revenues cover their attributable costsare AT T OEAAOAA OAT I PAT OAOT OU

Figure H1
Compensatory and Noi€ompensatory Flats Products, FY 2021

Compensatory Flats Products Non-Compensatory Flats Products

FirstClass Mail

USPS Marketing Mail: Flats
High Density and Saturation Flats and Parcels USPS Marketing Mail
Every Door Direct MailRetail Carrier Route
Flats
Package Services: Periodicals
Bound Printed Matter Flats In-County

Outside County

3¢KS /2YYAAAA2Y dzASHE KRB RI INKE SEFolyRABF & BRI WIINRRdzOGAa¢ AYyGiSNOKFy3aSlot

4 These flats products span fouravket Dominant mail classes: FiGlass Mail, USPS Marketing Mail, Periodicals, and Package S&e#fices.
Figure H1.

5Prior to FY 2017, attributable cost of a produetsdefined as the sum of volume variable cost plus product specific cost. Due to

methodological changes in FY 2017, attributable tisbw presented as the sum &folume variable and product specific cost, plus the

LINE RdzOG Qa AYFNI YINBAYLE O2aiG OFft OdzZ | G§ SR ¢DockétINANACR20TniteKateSRostal Y I G A2y 27
FY 201'Annual Compliance ReppBecember 29, 2017, at(BY 2017 AQ. Computationally, the attributable cost of each individual product

should match the incremental cost of the same produrit.

6 SourceDocket No. ACR202AnnualCompliance DeterminatioMarch 29, 2022, at 229 (FY 2021 ACD).
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In FY 2022, the cost coverage (revenue divided by attributable cogdj all flats products
increased.SeeTable II-1.In FY 2021, new rateauthorities were introduced that allowed the
Postal Service more pricing flexibility? Since many of the rate increases that used these
new authorities were not implemented until the end of FY 2021, the impact on the cost
coverageof flats productsdid not occuruntil FY 2022.In the instant report, a product is
classified as norcompensatory ifits revenuedid not coverits attributable costin FY 2021
(the year prior to the issuance ofthe PSRA) For this reason, FirstClass Mail Flats is among
non-compensatory products even thoughhe product was compensatory in FY 2022 anth
all the PAEA years prior to FY 2021.

Table 11
Cost Coverage of Flats Products, FY 2€21 2022

FY2021 | FY2022 | Change

g* USPS Marketing Mail Every Door Direct M&ktail 248.3% 263.9% 15.6%

o

< USPS Marketing Mail High Density and Saturation Flats and P}  125.4% 132.5% 7.0%

3

8 Package Services Bound Printed Matter Flats 117.3% 124.7% 7.4%
FirstClass Mail Flats 98.9% 108.8% 9.9%

g USPS Marketing Mail Carrier Route 94.6% 99.4% 4.8%

I

[2)

sl USPS Marketing Mail Flats 60.3% 66.7% 6.4%

Q.

=

8 Outside County Periodicals 53.9% 61.9% 8.1%

<

§ In-County Periodicals 45.0% 49.1% 4.1%

Note: Allnumbers in all tables are rounded.

Cost coverage improved for each flats product in FY 202RBiowever, & shownin Table 1I-2,
the unit attributable costs have also increased for all but three flats products(1) USPS
Marketing Mail Every Door DirectMail? Retail( EDDMR), (2) Outside County Periodicals
and (3) In-County Periodicals. Tlrefore, part of the overall improvement in cost coverage
is due to an increasein revenue rather thana decrease imattributable cost, and therefore
primarily due to the new rate authorities.In addition, asshown in SectionlV.B.2, the
repeal ofthe requirement that USPS annubi prepay future retirement health benefitshas

7SeeDocket No. RM2013, Order Adopting Final Rules for the System of Regulating Rates and Classes for Market Dominant Products,
November 30, 2020 (Order No. 5763)

8 SourceSeeDocket NOACR2021, Library Reference UE®311, Public Cost and Revenue Anal{BiSRAReport, December 29, 202PDF
FAL S-FEA-M tt{NBFI OS o/ (WY 2024 Hubikx KRAIReloE) Docket No. ACR2022, Library Refererg¥ 223PRublic Cost and
RevenueAnalysis RepoPCRA)December 29, 2022 5 C T A Y221 dereface.PCRA.Report.p¢fFY 2022 Public CRA Report).
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had a onetime exogenouseffect of dampeningincreases inunit attributable cost in
FY2022.

Table §2
Unit Attributable Coss ($) of Flats Products, FY 208Y 2022

FY2021 FY2022 ‘ % Change

USPS Marketing Mail Every Door Direct M&ktail 0.078 0.075 -3.0%

USPS Marketing Mail Hi@fensity and Saturation Flats and Parcels 0.143 0.143 0.394°

Compensatory

Package Services Bound Printed Matter Flats 0.658 0.696 5.7%

FirstClass Mail Flats 1.326 1.340 1.0%

USPS Marketing Mail Carrier Route 0.286 0.306 7.0%

USP3arketing Mail Flats 0.717 0.722 0.7%

Outside County Periodicals 0.514 0.494 -3.9%

>
b
=
I
)
c
@
o
S
S
Q
<
S
Z

In County Periodicals 0.242 0.241 -0.3%

2. Financial Performanc®ver PAEA Efa

Prior to the new rate authorities, the cost coverage of both compensatory flaggoducts
and non-compensatory flats products had been falling consistently since FY 201®his is
shownin Figure 1I-2 and Figure II-3.

9 SourceSeeFY 202 Public CRA RepofY 2022 Public CRA Report.

10While thedollardenominatedunit attributable cost for USPS Marketing Mail High Density and Saturation Flats and Parcels does not appear
to change, this is only due to rounding all unit costs to three digits.

gt 1 91 9 NI ¢ NBTFS NInpactdd byihi énactd@midf thékPostaF AcépiindtBlity and Enhancement Act (PAEA) inS206.

Pub. L. 10235, 120 Stat. 3198 (200®incemost key PAEA provisions were implemented in December 208%eportNBEF SNA (2 &t ! 9!

asFY 2008 througRY 2022.

9 N.
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Figure 2
Cost Coverage of Compensatory Flats Products, FY @®0202%

400%
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300%
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2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022

= Bound Printed Matter Flats
= JSPS Marketing Mail Every Door Direct Mail--Retail
= JSPS Marketing Mail High Density and Saturation Flats and Parcels

Note: BDMRwas introduced in FY 2013 so there is no data prior to this year.

2 Souce: SeeDocket No. ACR2022, Library Reference BRECR0221, March29, 2023 Docket No. ACR2021, Library ReferencelBRC
ACR20211, March29, 202; Docket No. ACR2020, Library Reference EFRERC20241, March 292021 Docket No. ACR20, Library
Reference PRCRACR209-1, March 252020 Docket No. ACR2018, Library Reference HFRERC2014, April 12, 2019 Docket No.

ACR2Q7, Library Reference PRRACR2M7-1, March?29, 2018Docket No. ACR2016, Library Reference ERACR016 1, March 28, 2017
Docket No. ACR28, Library Reference PRRACR205-1, March28, 2016 Docket No. ACR2014, Library Reference HRERC2014., March
27, 2015 Docket No. ACR2G, Library Reference PRCR203-LRL, March27, 2014 Docket No. ACR201Piprary Reference PRXRC2012 R

1, March 28, 2013Docket No. ACR2Q, Library Reference PRRCR201-LR1, March28, 2012 Docket No. ACR2010, Library Reference- PRC
ARC2014.R1, March 29, 2011Docket No. ACRR9, Library Reference PRCR209-LR1, March 29, 2010Docket No. ACR2008, Library
Reference PRERC200& R1, March 30, 2009
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Figure 3
Cost Coverage of Ne@ompensatory Flats Products, FY 2088 2022
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Both First-Class Mail Flats and Carrier Routelats were compensatory until recently.
First-Class Mail Flatbecame noncompensatoryfor the first time in FY 2021, while Carrier
Route Flatshas not covered its cost since FY 201®Vith the new rate authorities, the cost
coverage forFirst-ClassMail Flatsimproved to 108.8 percent and the cost coverage for
Carrier Route Flats improved td9.4 percentin FY 2022

USPS Marketing Mail Flats and both Periodicals products hanet covered their
attributable costssinceFY2008. The cost coverage of these products had been relatively
steadyfrom FY 2010through FY 2016 (around 82 percent for USPS Marketing Mail Flats
and 75 percent for each Periodicals product) busteadily declinedsince FY 2016 until the
new rate authorities were exercised in FY 2021

While cost coveragehighlights A B O idivabBpérformance,the O1 A @ve@I6 O
contribution to institutional costs (contribution) provides insight toits importancein the
01 OOAT 3 AOOmdiiAn® O | £DiCivélafDedAbidGon is defined as the

D O1 A Gofaldévéhue minus itstotal attributable cost. For example,USPSMarketing Mail

13 SourceSeeDocket No. ACR2022, Library Reference BRERC2022 ; Docket No. ACR2021, Library Reference EFREACR20241; Docket
No. ACR2020, Library Reference RRBRC20241; Docket No. ACR29, Library Reference PRRACR209-1; Docket No. ACR2018, Library
Reference PRCRARC2014; Docket No. ACR2G, Library Reference PR®RACR207-1; Docket No. ACR2016, Library Refee PRECR
ACR2016l; Docket No. ACR28, Library Reference PRRACR205-1; Docket No. ACR2014, Library Reference HRARC2014.; Docket No.
ACR2@3, Library Reference PRXCR2Q3-LRL; Docket No. ACR2012, Library Reference RIRC2012 R1; Docket NoACR201, Library
Reference PRECR201-LR1; Docket No. ACR2010, Library Reference-RRC2014.R1; Docket No. ACRRG, Library Reference PRC
ACR209-LR1; Docket No. ACR2008, Library Reference RRC200& R1.
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EDDMR consistently hashigher cost coveragethan other flats products. However, because
both the unit attributab le cost and theprice are low, the unit contribution is low. This,
coupledwith low volume results inasmall overall contribution. Similarly, the Bound
Printed Matter (BPM) Flats product is covering itsattributable cost but has a very low
contribution. The only flats product that has a significant positive contribution is USPS
Marketing Mail High Density and Saturation Flats and Peels.

As shown in Figure 44, the total contribution of all flats products has been negative since
FY 2018 This appears to be largely due to a decline in th@verall contribution of
First-Class Mail Flats and Carrier Route Flats as their volumes falhtil recent years, loth
of these products had a significant positive contributionIn FY 2008First-Class Mail Flats
and Carrier Route Flats togethehad a positive contribution ofmore than $2.4 billion,
which helped generatea net positive contribution of more than $3.1billion for overall flats
products. The net negative contribution of flats productsin the last five yearsis also due to
an increase in the negative contribution of USPS Marketing Mail Flats and Outside County
Periodicals. At its lowest point in FY 2021, flats products hadreet negative contribution of
more than $1.29 billion. In FY 2022, there was a signifint improvement in flats
contribution, which cut the net negative contribution of flats products to $614 million.

“The numbersbove the bars represent thetal contribution of all flats productfor a given fiscal year
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Figure 4
CombinedContribution of Flats Products, FY 20y 202%
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The decline in contribution is, inlarge part, driven by both a steady decline in total volume
and an increase in unit attributable costSeeFigure 1I-5. Unit cost in this figure has been
adjusted for inflation using FY 2021 as the base year. Total volume of all flats products has
fallen by approximately 4to 6 percent on average each year since FY 2QExcept between
FY 2019 and FY 2020, when volume fell by 14 percei@eerigure II-5.

Total unit attributable cost for all flats products combined has been steadily increasing
since FY 2014 evenwhen adjusted for inflation.16

15 SourceSeeDocket No. ACR2022, Library Reference BRERC2022 ; Docket No. ACR2021, Library Reference EREACR20241; Docket
No. ACR2020, Library RefecerPREZ.RARC20241; Docket No. ACR29, Library Reference PRRACR209-1; Docket No. ACR2018, Library
Reference PRCRARC20148,; Docket No. ACR2G, Library Reference PRRACR2Q7-1; Docket No. ACR2016, Library Reference HRC
ACR2016l; Docket No. ACR28, Library Reference PRRACR205-1; Docket No. ACR2014, Library Reference HRARC2014.; Docket No.
ACR203, Library Reference PRXCR2Q3-LRL; Docket No. ACR2012, Library ReferenceRRC2012 R1; Docket No. ACR2Q, Library
Refeence PRACR201-LR1; Docket No. ACR2010, Library Reference RRC2014.R1; Docket No. ACRR9, Library Reference PRC
ACR209-LR1; Docket No. ACR2008, Library Reference RRC200& R1.

16 This trend does not continue in FY 2022. From FY 2021 to BYue@attributable cost for all flats products combined increased by only
0.11 cents in nominal termwvhich was a 2.5 cent decrease in real terms (due to a 7.9 percent inflation rate).
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Figure 5
Total Flats Volume and Unhttributable Cost, FY 20QFY 202%
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Table II-3 provides the percent changén volume sinceFY 2010 for each flats product
individually , groups ofcompensatory andnon-compensatoryflats products, andtotal
volume of all flats productscombined. Since FY 2010, the total volume of all flats products
combined has decreased by 43.4 percenbr an average of 4.6 percent annualky
Compensatory flats products havénad al9.7 percent decline in volume since FY 2010
compared to the 54.7 percent decline in volume of nenompensatory flats products.This is
becauseUSPS Marketing Mail High Density and Saturation Flats and Par¢elbich only

17 SourceCommission calculations using data fréiyi 2022Public CRA RepoRY 2021 Public CRA Repbracket No. ACR202Library

Reference USPBY®-1, Public Cost and Revenue Analysis (PCRA) Report, Decembei029, 205 C  FoVD16 GINB T H OS o/ w! dowS L2 NI ¢
(FY 20Q Public CRA Reporfpocket No. ACR26, Library Reference USF®.9-1, Public Cost and Revenue Analysis (PCRA) Report, December
27,20195 t 5C FRMBB ® KR 209Public CRA Reporf)pcket No. ACR2018, Library Reference WSP81, Public Cost and

Revenue Analysis (PCR&Eport, December@ 2018X t 5 C FRMB1% IR 208Public CRA Repori)ocket No. ACR2017, Library
Reference USP®YL7-1, Public Cost and Revenue Analysis (PCRA) Report, Decembdri729, 205 C  FTRMT7-1$ ©BINE T FO P LIR T £
Public CRReport);Docket No. ACR2016, Library Reference B¥R®1, Public Cost and Revenue Analysis (PCRA) Report, Decembdr29, 20

t 5C FAHE6Ma !t {NIB{T (FO 6RuBliE ERA Reporfyocket No. ACR2015, Library Reference iYES1, Public Cost and Revenue
Analysis (PCRA) Report, December 29520 t 5 C FRMB-BPrdaced LLURFY 205 Public CRA Reporf)ocket No. ACR2@, Library

Reference USPBYL4-1, Public Cost and Reveninalysis (PCRA) Report, December 20420 t 5 C  FFM#-BPrefeced LLIRFY 204

Public CRA Reporocket No. ACR2G, Library Reference USP®.3-1, Public Cost and Revenue Analysis (PCRA) Report, Dec@mb@r3?

PDF fil@PrefaceFY131.PublicCRARev2-6-14.LJR §F¥ 2a3Public CRA Reporiocket No. ACR2Q, Library Reference USF®.2-1, Public

Cost and Revenue Analysis (PCRA) Report, DeceB)i2812> t 5 GE/ USRS 2-fit NB F I OFY ®AZRublic CRA Reporfpocket

No. ACR201, Library Reference USPSL1-1, Public Cost and Revenue Analysis (PCRA) Report, Decembdn28, 2@ 5 C -FU1EMS3b LARIF{ét {
(FY 2@1 Public CRA Reporfpocket No. ACR20, Library Reference USF®.0-1, Public Casand Revenue Analysis (PCRA) Report, December

29, 2.0, documentd | {-FY§0-1.doct (FY 2@0Public CRA Reporocket No. ACRPO, Library Reference USF®9-1, Public Cost and

Revenue Analysis (PCRA) Report, December 29, @cumentd | {-FY{9-1.doc (FY 209 Public CRA Reporfpocket No. ACR2008, Library
Reference USHFSY08-1, Public Cost and Revenue Analysis (PCRA) Report, Decembd®8p20mentd | {-F¥{8-1.doc 6 C 08 Public

CRA Report}).S.Department of Labor, U.S. Bureau of Labor Statistics, availabtgpat//www.bls.gov

18 This calculation includes FY 2013 EBRWNMblumes in FY 2010 total flats volume since EIRDAs not introduced until FY 2013.
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had a decline of 17 percentnakes up the majority of thevolume of compensatoryflats.
The volume of norcompensatory flats is not significantly determined by a single product.
The volumes of all flats products, other thanUSPS Marketing Mail High Densitgnd
Saturation Flats and Parcelbave decreased at least 37 percent since FY 20106PS
Marketing Mail Flats experienced the largest decline in volume (62.0 percent since FY
2010). SeeTable 1I-3.

In FY 2010, the cumulative volume of the five neonompensatory products was more than
twice as much as the total volume of the three compensatory productSeeTable II-3. By
FY2022, however, the cumulative volume of the nortompensatory flats had substantially
declined, and the volume share of these productsag only 18 percent higher than that of
compensatory flats products!® SectionlV.A.1focuses on the volume and unit cost trends of
non-compensatory flats because this decline in volume is dramatic, and these flats products
collectively had a negative contribution of more than $1.7 billion in FY 20220

19 Note thatwhile volume mix has shiftetoward dcompensatory flats products,the products are categorizkby whether they were

compensatonor non-compensatoryin FY 2021. This meathet FirstClass Mail Flats and Carrier Route Flatsich were compensatory until

recent yearsare includedn the noncompensatory group in this discussidecause of thisa shif2 ¥ @2 f dz¥Y$S YAE (261 NR & 02 YLIS
products did not improve contributiorespecially combined withnit attributable cost increases in both n@mompensatory and compensatory

flats products.

20 Commissior] calculations using data fr@acket No. ACR2021, Library Reference ERRIGCR20241L, March 29, Zongolder OPRELR
ACR2024v 3E& O S f FYFIASUnSmany ERxIsx(i 6 & ¢ 2 G f ! f EcelsE23, E30,EBRHAIEAY RAE ! 0
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Table 3

Volume by Product, FY 20land FY 2022

FY2010

FY2022

| % Change

. USPS Marketing Mail Every Door Direct M&iktaif? 974,774,141 512,153,287 -47.0%

§ ElitPSSanMdagae:(i:r;?SMail High Density and Saturation| 11.363,444.416] 9.440,570.824 17.0%

Gg Package Services Bound Printed Matter Flats 229,751,608 137,776,384 -40.0%
@)

Total Compensatoryy 12,567,970,165 10,090,500,495§ -19.7%

FirstClass Mail Flats 2,483,991,704 1,091,016,219 -56.0%

S USPS Marketing Mail Carrier Route 9,473,616,956 | 4,718,228,310 -50.0%

g_ USPS Marketing Mail Flats 7,067,654,358 | 2,693,530,387 | -62.0%

§ Outside County Periodicals 6,574,014,264 § 2,965,609,879 -55.0%

é In County Periodicals 695,455,322 434,754,069 -37.0%

Total NonCompensatoryI 26,294,732,604) 11,903,138,864) -54.7%

Total FIatsI 38,862,702,769 21,993,639,359] -43.4%

Table II-4 provides nominal unit attributable costs for norcompensatory flats products for
FY 2010 and FY 2022. For comparison, tleeimulative change in inflation from FY 2010 to
FY 2022 was approximately 32 percem Collectively, the unit attributable cost of non
compensatory flats products has increased by 51.3 percent while volume decreased by
54.7 percent.SectionlV.A.1. includes a more detailed discussion of volumes and unit
attributable costs of individual non-compensatory flats products.Sectin IVB.includes a
detailed analysis offlats unit costs (overall and for each noncompensatory producf) in

mail processing,transportation, and delivery functional categories

21 SourceCommission calculations usidgta fromFY 2010 Public CRA Report &Yd2022 Public CRA Regortall products but oneForUSPS
Marketing Mail EDDMR the Commission uses data froRY 2013 Public CRA Repsmdcethe FY 2013 was thist year wherthe product was
introduced)andFY 2022 Public CRA Report

22 For USPS Marketing Mail EDIRVIthis row represents FY 2013 volumes and percent change since FY 2013.

23Commission calculations ugiata fromthe U.S.Departmentof Labor,U.S. Bureau of Labor Statistiesailable ahttps://www.bls.gov
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Table 14
Nominal Unit Attributable Cost ($) of Nol®ompensatory Flats Products,
FY 2010 and FY 2022

FY2010 FY2022 Change \ %Change

FirstClass Mail Flats 0.865 1.340 0.475 55.0%
- . . . .
% USPS Marketing Mail Carrier Route 0.165 0.306 0.140 84.9%
c
(] g .
§. USPS Marketing Mail Flats 0.448 0.722 0.274 61.1%
(g Outside County Periodicals 0.364 0.494 0.130 35 9%
=z -

In County Periodicals 0.142 0.241 0.099 70.1%

Total NonCompensatory Flat 0.357 0.539 0.183 51.3%

B. Flats Commision Rules and Directives
yT AT AT UUET ¢ OEA 071 OOAT 3AOOEAAGO AEAIT AT CAO
during the PAEA era, the Commission issued variosscommendations, directives,

reporting requirements, and rules to increase transparency and assist the Postal Service in
developing a comprehensive plan to improve flats service performance and cost coverage.

1. ACD RecommendationsZirectives

Since 2009, tle Commission has consistently recommended in its ACDs that the Postal
Service improve the financial performance of flatg> In addition, the Commission has
directed the Postal Service to provide information regarding operational changes for flats
designedto reduce costs and improve costing methodologies in both Periodicals and USPS
Marketing Mail Flats26

24 SourceCommission calculations using data fréivi 2010 Public CRA Report &iYd2022 Public CRA Report

25> SeeDocket No. ACR2008nnual Compliance Determinatiolarch 302009 at 54, 5860 (FY 2008 AQPDocket No. ACR2008nnual
Compliance DeterminatiptMarch 29, 2010, &5, 75, 8789 Y 2009 AQ[FDocket No. ACR201Annual Compliance DeterminatioiMarch 29,
2011, at93-94, 10307 (FY 2010 AQPDocket No. ACR201Annual Compliance DeterminatiolMarch 28, 2012, &06, 11719 FY 2011 AQD
Docket No. ACR201&nnual Compliance DeterminatioMarch 28, 2013, &89, 9297, 10916 FY 2012 AQPDocket No. ACR26,1Annual
Compliance DeterminatipiMarch Z, 2014, at 4445, 5355 (FY 2013 AQEDocket No. ACR281Annual Compliance DeterminatioMarch Z,
201, at40-41, 4748 FY 2014 AQD

26The Commission also directed the Postal Service to make efforts to improve service performance for flats and explaer wifgrteg have
not been effectiveSeeFY 2014 ACD at 109.
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a. USPS Marketing Mail Fts

In the FY 2010 ACD, after 3 years of increasing negative contribution from USPS Marketing
Mail Flats, theCommission determined that USPS Marketing Mail Flats prices in effect in

FY 2010 did not comply with 39 U.S.C. 8§ 101(dnd directed the Postal Service to increase
the cost coverage of the USPS Marketing Mail Flats product through a combination of cost
reductions and aboveaverage price adjustments, consistent with the price cap
requirements, until such time that revenues exceed attributable costs. FY 2010 ACD at 106.
In addition, the Postal Service was directed to provide in each of its subsequéatnual
Compliance Reports ACRS$ the following information: (1) a description of operational
changes designed to reduce flats costs in the previous fiscal year and an estimation of the
financial effect of such changes; (2) a description of all costing methodology

measurement improvements made in the previous fiscal year and estimated financial
effects of such changes; (3) a statement summarizing the historical and current fiscal year
subsidy ofeachflats product; and (4) the estimated timeline for phasing outhis subsidy.

d8 AO pnx8 #1 1 OEOOAT O xEOE OE AVarkét DomBEadOET 1 6§ O Al
price adjustments, the Postal Service was required to report the following information: (1)
an explanation of how the proposed prices will move the flats sb coverage toward 100
percent; and (2) a statement estimating the effect that the proposed prices will have in
reducing the subsidy of the flats product8

In its FY 2012, FY 2013, and FY 2014 ACDs, the Commission found that the Postal Service
had made pogress towards addressing the issues raised in the FY 2010 ACD and
concluded that no additional remedial actions beyond those prescribed in the FY 2010
directive were required.29

Cost coverage remained an issue for USPS Marketing Mail Flats. During FYS2@he
Commission stated that the Postal Service took several steps to address the continuing cost
coverage shortfall, such as aboveonsumer price index CP) price increases and

operational initiatives to reduce costs®® However, the Commission found tht the Postal
Service did not fully comply with the FY 2010 directive and directed the Postal Service to
continue to propose aboveaverage price increases, reduce cost, and provide the required
documentation of those efforts in future ACR$TY 2015 ACIat 64. The Commission also
recommended that the Postal Service take further action by preparing a report on flatsl.

2TUSPS Marketing Mail was previously known as Standard Mail. It was renamedil@) 2017.SeeB1 Fed. Reg?3606(Dec.21, 2016).

Blddp ¢KS t2adlft {SNBAOS LISt SR (KS BeRUSHS\waRDIRREGUE Y, 676 F.AMM D05 (D/IC5 FAY RA Y 3
/ ANP HAMHO® ! f K2dz3K GKS O2dzaNI NBE2SOGSR GKS t 2ai litdstatit@Ndihotts Qa4 O2y G Sy i
the court remanded the case to the CommissioR 2 NJ I RSTFAYAlGA2Y 2F (G(KS OANDdzvraidl yO0Sa GKIFG (N3

an explanation of why the particular remedy imposed here is appropriate to amelior&té i S E (USESE76 B.8d0X.@9. In response,
the Commission issued Order No. 1427, clarifying that its analysis of the circumstances that would trigger 39 U.S.@epdiidé¢d)on the
totality of circumstancedDocket No. ACR204), Order orRemand, August 9, 2012, at 4 (Order No. 1427).

29SeeFY 2012 ACD at 116; FY 2013 ACD at 54; FY 2014 ACD at 47.
30 Docket No. ACR28, Annual Compliance DeterminatioiMlarch28, 2016, at 63 FY 2015 ACD)
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As cost coverage continued to decline in FY 2018, FY 2019, and FY 2020, the Commission
againfound USPS Marketing Mail Flats to be in violation of 39 U.S.C. § 101(d) and directed
the Postal Service propose abovaverage price increases for USPS MarketingalMFlats in
applicable price adjustment proceedings?

b. Periodicals

Like USPS Marketing Mail Flats, the Periodicals clgsghich includestwo products that are
both flats) has consistently failed to cover cost, and the Commission has repeatedly
encouragedthe Postal Service to improve Periodicals cost coverageln FY 2010, the
Commission worked with the Postal Service to produce the Periodicals Mail Stugdin

which the Commission and the Postal Service described initiatives designed to reduce the
cost d flats, including, among others reducing bundle breakage, enhancing pallet integrity,
and lowering transportation costs. For a complete discussion of thanitiatives, pleasesee
Periodicals Mail Study at 8199.

However, the trend of Periodicals failing to cover cost continued with the Commission later

AET AET ¢ OEAO OOEA 01 OOA1I 3AOOEAA 1TAAA+r AAYy Ol
1TACAOEOA T AO OAOAT OA OOAT A8d6 &9 cmPpgal ! #$ AO p
SAOOEAA O OI AGAOACA EOO DPOEAEIT ¢ A&I AGEAEI EOU

pricing to incent more efficient mailer preparation and increase contribution from
0AOEI A& aA01.086

In the FY 2013 ACD, the Commission found that tiRestal Service was unable to report on
the success of initiatives developed from the Periodicals Mail Study that were designed to
lower the cost of Periodicals. FY 2013 ACD at 45. The Commission, therefore, required the
Postal Service to quantify the finanial impact of implementing the operational strategies
outlined in the Periodicals Mail Study and develop metrics to track progress in subsequent
ACRsld.

In the FY 2014 AD, the Commission directed the Postal Service to provide a detailed
analysis of the progress made in improving Periodicals cost coverage and report on:

1 the impact of leveraging its pricing flexibility to improve the efficiency of Periodicals
pricing;

31 SeeDocket No. ACR28, Annual CompliancBetermination April 12, 2019, at 732 FY 2018 AQPDocket No. ACR20, Annual Compliance
Determination March25, 20, at42-43 (FY 2019 ACPocket No. ACR20, Annual Compliance Determinatioklarch29, 221, at 4642
(FY2020 ACD).

32SeeFY 2009 8D at 75; FY 2010 ACD at 94; FY 2011 ACD-2080BY 2012 ACD at-93; FY 2013 ACD at-48; FY 2014 ACD at-40Q;
FY2015 ACD at 581; Docket No. ACR26, Annual Compliance Determinatioilarch28, 2017, at 4748 FY 2016 AQPDocket No. ACR2G,
Annual Compliance Determinatioklarch29, 2018, at 50 FY 2017 ACPFY 2018 ACD at 46; FY 2019 ACD at 25; FY 2020 ACD at 20.

33 Periodicals Mail Studypint Report of the United States Postal Service and Postal Regulatory Comi@&siember 2011 (Pedicals Mail
Study).The Periodicals Mail Study responds to section 708 of the PAEA, which directs the Postal Settvec€amahission to jointly address
the quality of data for attributing costs and opportunities for operational efficiencies, inclytioong incentivesSeePeriodicals Mail Study
at5s.
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1 the progress in developing metrics to assess thaost savings impact of operational
strategies,

1 the impact of the implementation of operational strategies outlined in the
Periodicals Mail Study and

1 the progress in implementing pricing strategies outlinedn the Periodicals Mail
Study.

FY 2014 ACD at 40.

After finding that the Postal Service failed to meaningfully address the directive to report
on the progress in improving pricing efficiency, the Commission instructed the Postal
Service to file a Periodials Pricing Report that analyzes how pricing decisions impact cost,
contribution, and revenue34 The Postal Service filed updated versions of the Periodicals
Pricing Report through FY 20225

C. FY 2015 Directive

Recognizing that obstacles to the improvemerntf cost coverage apply to both Periodicals
and USPS Marketing Mail Flats, the Commission devoted an entire chapter in the FY 2015
ACD to further explore potential causes for issues related to flats. FY 2015 ACD at 160. In
that chapter, the Commission direted the Postal Service to take steps to better define the
scope of the problems and potential solutionsSeeid. The Commission identified and

A N £ A ~ A

AT A1 UUAA OE@ ODET AE DI ET 006 OEAO AiT OOEAOOA
Bundle processing

Automated processing

Manual sorting,

Allied operations,

Transportation, and

= =4 A4 =4 A -

Last mile/delivery.

FY 2015 ACD at 1680. These pinch points are discussed in more detail in Sect®hl .B.1
and Il1.B.4

34FY 2015 ACD at-23; seeDocket No. ACR2015, Third Response of the United States Postal Service to Commission Requests for Additional
Information in the FY 2015 Annual Compliance DeterminaRamort Responding to Periodicals Pricing Directiely 26, 201@ocket
No.ACR2015Postal Service Third Response)

35 SeeDocket No. AR2016, Library Reference USP®1644, December 29, 2016 5 C ¥ A #3644 jdf¢ Dogcket No. AR2017, Library
Reference USPBY1744, December 29, 2017 5 C T A Y4744 Preface{pdé Docket No. AR2018, Library Reference USP&1844,

December 28,2018 5 C ¥ A +Y3844 Prdface]pdé Docket No. AR2019, Library Reference USP®1944, December 27, 2018 DF file

& | {-FY{944.pdié Docket No. AR2020, Library Reference USP®2044, December 29, 2020 5 C T A FY2044 Prdface] Report.pdf

(Update to Periodicals Pricing Repobocket No. AR2021, Library Reference USP®2144, December 29,2031 t 5 C FRV218t 4! { t {
Preface.Report.pdf ¢

A

O
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Using data available at the time, the Commission id#éfied and discussed flats cost and

service issues for each individual pinch pointSeerY 2015 ACD at 16%0. However, the

#1 11 EOOET1T AAETIT x1 AACAA OEAO OEARAOAEEAGE AOABIOAA
the Postal Service and the Commission from rasuring the impact of specific initiatives

designed to improve cost and service issues for flatkl. at 180.

The Commission directed the Postal Service to identify a method to measure, track, and
report the cost and service performance issues relating teach individual pinch point
identified by the Commission at the most granular level practicabléd. at 181. To increase
transparency, the Commission requested certain information in support of the identified
method, such as:

1 available data to support mehods to measure, trackand report on cost and service
issues related to flats,

information on the cost to produce and aggregate current data,

additional data that would be needed to support a method to measure, track and
report on cost and servicdassues related to flats and the cost to produce that data,
and

1 the identification of information necessary to develop, implement, monitor, and
guantify results for a comprehensive plan to improve flats service performance and
cost coverage if an ideal dataystem were available.

Id.

In each subsequent ACD, the Commission continued to express concerns with the issues
related to flats3¢ The Commission also provided the Postal Service with recommendations
specific to each pinch point and continued to call fahe Postal Service to work to quantify
the impact of its operational initiatives on costs to ensure its efforts were productivesee
FY 2020 ACD at 236, 241; FY 2021 ACD at 228.

2. Reporting Requirements

In 2017, the Commission announced that it planned tmitiate a strategic rulemaking to
develop proposed reporting requirements related to flats operational cost and service
issues. FY 2016 ACD at 171. The reporting requirements were to facilitate measuring,
tracking, and reporting cost and service issues a@halso to explore potential enhancements
O OEA 01 O0AI 3 AQfeErdvibwirg addlifoGelinfadmatnd #om the
Postal Service regarding its data systems and capabilitiess well as comments from
interested parties, the Commission finalied rules for the Postal Service to provide
additional information to improve transparency into the cost and service performance

%6 See, e.gFY 2016 ACD at 158; FY 2017 ACD at 182; FY 2018 ACD at 223; FY 2019 ACD at 1385; FY 2020 ACD at 288.

37 Docket No. RM201&, Advance Notice of Proposed Rulemaking to Develop Data Enhancements and Reporting Requirements for Flats Issues,
October 4, 2017, at 1 (Ordélo. 4142).
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issues, as well as increase the accountability of the Postal Service related to flats
operational initiatives.38

These reporting requirements seek information readily available and previously provided

or proposed by the Postal Service, based on filings by the Postal Service in the FY 2015
ACD, the FY 2016 ACD, the FY 2017 ACD, and Order No. 5004 at 8. The information falls
into four categories: (1) analysis of consolidated cost and service data; (2) analysis of costs
by operationally relevant groupings; (3) analysis of data related to individual pinch points;
and (4) analysis to estimate the impact of operational changelsl. The Rstal Service has
provided the required information since the rules went into effect, and the Commission has
analyzed the data inChapter 6 of the FY 201ACDand Chapter VI ofthe FY 2020ACDand

FY 2021 ACB3?

3. NewRatemakindqRules for NorCompensatory
Classes and Products

In addition to directing above-average price adjustments and analyzing data in its ACDs,

the Commission evaluated norcompensatory products in its statutory review of the

ratemaking system.See39 U.S.C. 8622(d)(3). Based on this review, the Commission found

that rates which failed to cover the attributable costs of the products or mail classes to

xEEAE OEAU AbpblI EAA O1 AAOi ETAA OEA 01 O0OAI 3A00
unreasonable and thus inconsigent with objectives 5and 8o8BAAQOET 1T ocooccj AQ6 O O
objectives#0

To improve cost coverage for norcompensatory classes and products, the Commission
adopted new regulations granting additional rate authority to noncompensatory classes

and more stictly governing how rate authority must be used for noncompensatory

products in compensatory classerder No. 5763 at 18197. In particular, 39 C.F.R. part
3030, subpart G permits an additional 2 percentage points of rate authority for any class of
mail where the attributable cost for that class exceeds the revenue from that class. 39 C.F.R.
§ 3030.222(a). The use of this additional rate authority is optional and may be

Ei 1 Ai AT OAA AO OEA 0 idGiOaddition3 the@eQiiafichssh@e AE OAOAOE|
requirements specific to products classified as nolwompensatory within classes that are
compensatory overall. For those products, the rates must increase by a minimum of 2
percentage points above the average percentage increase for that clés$he regulations

also provide that rates may not be reduced for any nenompensatory product.ld.
§3030.127(b).

38 Docket No. RM2018&, Notice of Proposed Rulemaking for Reporting Requirements Related to Flats, March 1, 2019, at 7 (Order No. 5004);
Docket No. RM20%8&, Order Adopting Final Rules on Reporting Requirements Related to Flats, May 8, 263 @atier No. 5086).

39FY 201RCDat 155; FY 2028CDat 236; FY 202ACDat 278.

40Docket No. RM2013, Notice of Proposed Rulemaking for the System for Regulating Rates and Classes for Market Dominant Products,
December 1, 2017, at 76 (Order No. 4258).

411d. § 3030.221This requirement does not apply to a noompensatory product fowhich the Commission has determined that the Postal
Service lacks independent authority to set rates (such as rates set by treaty obligation).
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4. FY 2021 ACD Directives and Recommendations

The FY 2021 ACD was the first ACD to evaluate compliance under the new rules for
non-compensatory products ad classes. FY 2021 ACD at 8. The Commission found that the
Periodicals class (InCounty and Outside County), FirsClass Mail Flats, USPS Marketing
Mail Flats, and USPS Marketing Mail Carrier Route were nonmpensatory in FY 20211d.

at 26. The Commissin stated that flats products lost $1.291 billion in FY 2021d. at 229.

In accordance with the rules, the Commission directed the Postal Service to increase the
price for the non-compensatory products by at least 2 percentage points above the average
percentage increase for that clas$ The Commission also encouraged the Postal Service to
continue to maximize its usage of rate authority granted under 39 C.F.R. 3030.222 and to
maximize its revenue by strategically pricing Periodicals. FY 2021 ACD at 31.

Furthermore, after analyzing Postal Service reports and finding that the Postal Service
continued to face significant challenges in processing and delivering flats in a cesftective
manner, the Commissiorprovided directives and recommendations to the Pstal Service
regarding specific plans to resolve both cost and service issues for figlhaped products.
FY2021 ACD at 228. For example, the Commission recommended that the Postal Service
continue to estimate and report the additional cost that bundle breleage adds to flats
processing.FY ACD 2021, Appendix A at 2B addition, the Commission required the
Postal Service to implement initiativego reduce mail processing costs and tdevelop an
accurate method to track flatshaped mail that is manually proessed.d. The Commission
also directed the Postal Service to develop plans to reduce costs associated with allied
operations, and to reduce costs associated with transporting and delivering flatsl.

at 23-24.

The Commission continued to express its caerns regarding the financial performance of
flats products in its FY 2022 ACB8 Finding that its past directives have to a large extent,
been eclipsed by recent regulatory changethe Commission rescindedhose past
directives related to USPS Marketing/ail Flatsand USPS Marketing Mail Carrier Router
FY 2023.FY 2022 ACD a#8-49. In addition, the Commissiorurged the Postal Service to
continue to pursuerevenueincreases and cost reduction efforts in order tamprove the
financial performance ofnon-compensatoryflats products.ld. at36, 48-49, 52-53.

4“2Seee.g, FY 2021 ACD at 49, 61, 65; 39 C§3830.221.
43Docket No. ACR22, Annual Compliance Detemgition, March29, 2023, at28-53 (FY 2022 ACD)
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CHAPTERI. CAUSE®FINEFFICIENCIES
IN FLATS OPERATIONS

A. Introduction

For years, in response to statutory requirements and Commission directives, the Postal

Service has been designing and implementing operational and pricing initiatives, but the

01 OOAlT 3AO0O0OEAA OEAO AAAT O1 AAT A Oier AEOEAOY N
I DAOAOGET T Al ET EOEAOEOAO AT A AEAT CAOGYR0OL OEOT I
ACD at31, 60. The Commission has previously identified multiple factors that likely

contributed to the steady increase in the unit cost and decrease in contriltion of flats (e.qg.,

bundle breakage, inefficiency of manual sorting, and low productivitgf automated

equipment). SeeFY 2015 ACD at 165

Commission staff visited a number of Postal Servibehd mailerd fcilities. To analyze the
causes of inefficieies more thoroughly, and potentially identify new factors in addition to
the previously discussednefficiency factorswithin OB ET AE BT ET OOh6 #1111 EOO
Postal Service operational facilitiesn the period betweenJulyand October of 2022*4 To
understand the full cycle of flats mail operations (including collection, sodtion,
transportation, and delivery of flats), Commission staff visited postal facilities of different
types as well as mailed facilities. To learn more about facilityspedfic differences in postal
operations, Commissionstaff visited facilities with different levels of productivity, low and
high rates of bundle breakage and differenievels of processed/olume (e.g, small, medium,
and large). It took approximately4 months to complete the field work at the postal
facilities. Parallel to the field work, the Commission reviewed flats data provided by the
Postal Service in prior ACRas well as additionaland more detaileddata requestedthrough
information requests in DocketNo. SS20221. The Commission als@ontracted with an
expert in postal operationsto assist the Commission innterpret ing information gathered
during the site visits. This chapter summarizes what the Commission learned about flats
operations from thefacility visits and evaluates the major factors contributing to
inefficiencies in flats operations.

“C2NJ 0KS LIJzN1J2aSa 2F OF NNEAyYy3I 2dzi  A)KcBessAd PosialiSeryide dablidies to persBnnal & thel | { SNIIA C
Postal Regulatory Commissiand B)information andrecords necessary to conduct such stud§. t §206(a)(2)(A).
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B. Analysis of Flats Operations at the Facility

Level
1. Summary of théreliminaryFacility-Level Data
Analysis

a. Definitions of Pinch Points and Data Used\nalysisof
These Pinch Points

The Commission receives a variety of flateelated datasets as part of its analysis of flats

cost and service issues inthe ACBHWAAE AAOAOAO Al OOAOPTI T AO xEOE
operation originally identified by the Commission as part of the FY 2015 ACD. FY 2015 ACD

at 165. Pinch points aredunctions where the Postal Service is not operating at maximum

efficiency from a cost or serice perspectivedld. The six pinch points that the Commission

previously identified are: bundle processing, automated processing, manual sorting, allied
operations, transportation, and last mile/delivery 46 These pinch points are briefly

discussed below.

Bundle processingBundles are plastienrapped or banded groups of presorted mailpieces.
FY 2015 ACD at 166. Presorted mail has been sorted by a mailer prior to being inducted
into the mail system.A bundle of presorted mailcan move through the processig system

as a singlebundle until it reaches the destinationpostal facility to which it is sorted. In
exchange for performing some of the work of presortation, the mailer receives a workshare
discount.FY2021 ACD at 14The majority of flats require bunde sortation on bundle
processing equipmentlnefficiency occurs when bundles brealkbefore theyare processed

at the destination postal facility. FY 2015 ACD at 168Nhen Postal Service employees
unload pallets that contain bundles of flats and perform a bundle sort, the material holding
the flats bundlecanbreak. Id. at 166-67. When a bundle breaks, the Postal Service has to
process individual mailpieces that were fomerly bundled together, thereby increasing mail
processing costs and diminishing or eliminating the value of presortationd. at 167.As
discussed in detailin Sectionlll.B.4.a, bundle breakage is directly linkedto the quality of

the bundles how they were presentedto the Postal Servicethe methods used to unload
the bundles and how they are handled during processm

Automated processingndividual flats mailpieces are sorted on Automated Flats Sorting
Machines (AFSMs) and &S machinedDuring automated processing on these machineshe
Postal Service does not always achievegh levels of productivity. Productivity for these
machines has been decliningseerY 2021 ACD at 24%s productivity declines, the cost
AEEFEAEAT AU T £ 01 00AT 3 APd&dvidyGnprotessihdogettionsi O Al O

45 Seee.g, Docket No. ACR2021, Library Reference {FSRENP31, December 29, 2021; Docket No. ACR2021, Library RefereneEY23PS
45, December 29, 2021.

46 SeeFY 2015 ACD at 165; 2016 ACD at 158; FY 2017 ACD at 174; FY 2018 ACD at 213; FY 2019 ACD at 161; FY 2020 ACD at 244; FY 2021 ACD
at 24142,
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is specifically referring to the units of outputper unit of input: in this case, the number of

mailpieces processed peworkhour. Considering that productivity is a function of volume

and workhours, it would be reasonable to assume thavhen higher volume is processed on

amachine, productivity will be higher than machinesthat processlower volumes.

However, previous Commission analysis has shown that there is no evidence to support the

0T OOAT 3AO0OOEAAS O @eckeiiokedidvaldme Be0lings . At2504 O U

OEA 01 OOAI 3AOOEAA OOA Odskompiank t6 plai/mEhyekide Al O ET P
to a number of other factore many of which are difficult or impossibleOT NOAT OE £AU8 0

Manual sorting When compared with automated processing, manual processing tends to
be more costly and time consuming. FY 2015 ACD at 171. Manual processing of flats is
another pinch point because aelatively high percentage of flatup to 7 percent) continue
to be diverted to manual processing, resulting in higher costs and poorer serviég.

Allied operations.These operations occur throughout the mail processing and delivery
workflow. FY 2015 ACD at 173Allied operations are mail processing activities that involve
preparing the mail for pallet, bundle, or piece processing and include platform operations,
such as unloading trucks and moving pallets to mail processing equipmeitturing allied
operations, the Postal Servicas not always achieving high levels of productivity.ld.
Declines in the productivity of allied operations can lead to increases in mail processing
costs.Id.

Transportation. After flats are processed, theynust be transported either to another mail
processing facility for additional sortation or transported to a destination delivery unit
(DDU) for delivery4° The Postal Service generally transports all shapes of mail togethéa.
Delayed arrivals delayed departures and some other factorsdecrease efficiency of
operations in transportation.

Last mile/delivery. This function encompasses all activities relaté to last mile operations
when mailpieces arrive at the delivery unit, andnvolve in-office time (when carriers are in
a delivery unit preparing and manually sorting mail prior to delivery) and street time
(when carriers are on the street actually deliveng mail). FY 2015 ACD at 177As with
transportation, there are a number of potential indficiencies during last-mile operations.

The Commission developed the datasets for the instant study using data from multiple
datasets provided by the Postal Service. For more details of the tools and methodology
used,seeAppendix A, Sectiondll.B.1. and Ill.B.2 Analysis. The final dataset deeloped by
the Commission includedhe bundle breakage and automation processing data for each
machine at each facility. Data was quarterlgnd spannedfrom FY 2016 through FY2021.
Id.

47Docket No. ACR2019 Status Reports-at 6

481d. S2eResponsesf the United Sates Postafervice toQuestionsl-42 ¥ / K | Ihfdtdfdtiofi Reguest No7, January 26, 2023juestion
2.b.(Response to CHIR Ng).

491d. at 176. For purposes of the instant study, analysis of DDUs is limited to the anatiedigesf units, such as Post Offices.
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b. Initial Analysis oAutomatd Operations at the Malil
Processing Facilities

There are two types of mail processing facilities that sort mail on automated equipment
(1) Processing and Distribution Centers (P&DCsInd (2) Network Distribution Centers
(NDCs) A P&DCis ran organizational entity,subordinate to an areawith a significant
responsibility for the processing and distribution of mail for a geographic areagd P&DC
may have one or more reporting facilities$0 An NDC isanother @rganizational entity,
generally subordinate to an area, whin a three-tier system of distribution of [USPS
Marketing] Mail, periodicals, and packages. Some NDCs serve as consolidation points for
truckload volumesold. NDCs are generally larger than P&DCs. The Commission analyzed
data onprocessedflats mail volumes, workhours, and productivity forflats operations at
these facilities.Figureslll-1 and Il -2 present the FY 2021 flats volumgand workhours at
the facility levelfor all facilities with AFSM and FSS machines. TR®stal Service operated
93 FSS machines in FX021, which is significantly fewer than the 407 AFSHKIit operated in
the same fiscal year. Volume measures the number of mailpieces processed on anMABS
a FSS, respectively. Workhourare hours of work performed by mail clerks.The color of

the dots in Figureslll-1 and Il -2 correspond tothe level of labor productivity. On amore
productive machine, the same (or larger) amount of volumecan be procasedduring fewer
workhours than on a less productive machineRed dots correspond tanachines that are
highly productive while blue dots correspond tomachines with low productivity.

Figurelll-1
AFSM Volume and Workhouts
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50 SeeUnited States Postal Servide|l. M 53Employee and Labor Relations Man@il13.3, Sept. 2022available at
https://about.usps.com/manuals/elngimcl.pdf

51 SourceDocket No. ACR2021, Library Reference USR8t omME 5SOSYOSNI HdS HAHWEan@EEXABRIxEBA T S

Gbhbt! .
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Figurelll-2
FSS/olume and Workhour%
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As shown inFiguresl|lil-1 and IlI-2, volume and workhours have a strongelationship
(correlation) for both AFSM and FSS machiné&sCorrelation is a statistical termthat
identifies a relationship betweentwo sets ofobservations (or two variables) when &o
conclusions aboutcausality can safely be madé* A correlation coefficient that provides a
measure ofAT OOAT AGET T O Ardn -1.6D foi+ Lot \kere a Eofrédlafiok
coefficient of +1.00indicates aperfect positive relationship betweentwo variables.Id. at
125-26. In this context, thae appears to be atrong relationship between volume and
workhours (0.74 and 0.86, respectively)

Figureslll-1 andlll-2 illustrate that at the facility level, the relationship between volume
processedon AFSM and FSS equipmeahd productivity is not strong. This is the issuethat
the Commissionhasdiscussedstarting with its FY 2019 ACD% The Commissio® &halysis
of volume and productivity data performed within the instant study shows thathere are
more machines that do not process muclflats volumes but still have high productivit ies
than machines thatprocesshigh flats volume and also havehigh productivit ies. For
example,the AFSM with the highest labor productivity processes 50 million pieces, which
is 16 percent above the average volume for all AFSMs

52 SourceCommission calculations using data frBmcket No. ACR2021, I:ibrary Reference WSRINP31, December 29, 2021, Excel file
Gbhbt! .[L/ at *=IxNAFYyOS C, MmTYHMOPET &

53 Commission calculations using data frermacket No. ACR2M2Library Reference USP$2iINP319 EOSf FAt S d&bhbt ! . [ L/
FY17_21.x16"

54 S.KKachiganMultivariate Statistical AnalysjsA Conceptual Introductio2nd ed.1991) at 4, 125.
55 SeefFY 202 ACD 8167-68; FY 2020 ACD 3a63;FY P21 ACD a251-55.

at



Docket No. SS2024 -28 -

Figure Il -2 illustrates that, for FSSthe correlation betweenvolume andlabor productivity
is even lower. Some highly productive FSS machines process only 25 million pieces while
others process 104 million piecesSeeFigure lll1-2. For FSS machines that process more
than 80 million pieces, there isabroad range of labor productivities.Both figures
demonstrate that at higher volumes, there is a larger range of productivities.

The Commissiord &halysis shows thatthe majority of AFSM productivities range from
1,200 to 3,400 pieces perwork hour. Although workhours for AFSMsgenerally increase
when volumes increaseproductivity levels might differ at different volume levels

The majority of FSS productivities range from B00 to 2,100 pieces perwork hour.
Workhours for FSS machingalso increase with volume, buthere is a stronger correlation
betweenvolume and workhours for FSSnachinesthan for AFSM.

The Postal Service reported that from FY 2008rough FY 2021,USPS Marketing Mail lats
volume declined from 7.8 billion pieces to 2.9 billion pieces, and the overall AFSM
productivity fell from 3,114 pieces per workhour to 1,951 pieces per workhoup$
Furthermore, betweenFY 2020and FY 2021 AFSM and FSS productivity declined by
approximately 3 and 4 percent, respectivelyFY 2021 AM at 52.

Figureslll-1 and Il -2 demonstrate that high volume facilities are not necessarily more
productive with respectto work hours. Figureslll-1 and Ill-2 also demonstrate that at
higher volumes, there is a larger range of productivities.

C. Analysis ofhe Surface Transfer Centers

Surface Transfer Centers (STC&ure mail consolidation and redistribution facilities that
assist the Postal Service in maximizing the utilization of vehicles and their capacity to
transport mail.7 STC«o not handle individual mailpieces, but instead serve as an
intermediary between other mail processing facilities. The Postéervice often refers to
them as hubs8 There were13 STCs in FY 202%

Amongother factors, delayedtruck arrivalsand departuresA £EAAO EOAOS6 AT 000
performance. The Commissionanalysisof the Postal Service data confirmghat on-time

arrival and on-time departure percentages are highly correlated.SeeAppendix A, Sections

[11.B.1 and 111.B.2 Analysis,Figure A5.

S6FY 2021 ACR at;Z0Y 2021 ATat 52-53.

57 United States Postal Servje@ffice of Inspector GenerdReport No21-111-R21,Contractor Security Clearances at Surface Transfer Centers
September 29, 2024kt 1, available ahttps://www.uspsoig.gov/sites/default/files/reports/20281/21-111-R21.pdfOIG Report No. 2111-
R21).

58 United States Postal Service, Postal Beryvice Hubs and Facilitievailable ahttps://postalpro.usps.com/operations/servigeibsand-
facilities accessed 003/30/2023

s9Responses dhe United States Postal Service to Questions 12 ¥/ KF ANXFy Q& Ly F2NYE A2y wSljdzSaid bzo
Excelfed/ KLw®OH DKLV | M@WI v e | YR v(Respphsttb CHIR Nol2). ®ET & E £
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Figure Il -3 illustrates the ontime departure levels at1ll of the13 STC facilities. Ostime
departure measures thepercentage of mail that departs from the facility on time.

Figurelll-3
Surface Transfer Centers (actual counts)leyel of On-Time Departure, FY20215°

Level of OrTimeDeparture
= below 70%
= between 70% and 75%
= between 75% and 80%
= between 80% and 85%
= between 85% and 90%

= above 90%

As Figurelll -3 shows,only 3 STCshave an onrtime departure rate greater than 80 percent
and onlyone STChasit above 90 percent. Br the majority of STC facilitiesbetween 70
percent and80 percent of scheduledtrips depart on-time. Two facilities had an on-time
departure rate of less than 70 pecent.

d.  Analysis of Destination Delivery Units

The Commission also analyzed data f@DUs before conducting facility visits.The

Commission limited its analysis of DDU# delivery units, which are post offices, statons,

or branches that carry out mail delivery functions?! Every DDU serves (or delivers mail to)

at least one 5digit ZIP Code area. Every-8igit ZIP Code area is further divided into

smaller units to which mail destinates namely,carrier routes. Delivery units can service

city routes, rural routes, or a mix of both. City routes servgeographic locations within the

boundaries of a post office, while rural routes generally serve areas falling outside these
boundaries82 Figurelll-4OET xO OEA i OOETT1 0 T £# OEA 01 OOAI 3
service each type of routeand a mix of routesWhile the majority of post offices delivers

solely torural routes, there are overroughly 142,000 city routes and81,000 rural routes.

% SourceCommission calculations usidgtafrom Docket No. ACR2021, Library Reference WSR3t omZ 9 EOSt FAfS dab2yt dzof A
51 4F ¢C, mT yr@qout of thidedH @facilities were exadzRS R RdzS (2 RAZONBLI yOASa. 0SGsSSy G(GKS t2

61 United States Postal Servj&ublication 804 Drop Shipment Procedures for Destination Entry, October 2013, Appendix F Glossary, available
at https://about.usps.com/publications/pub804/n804_f.htm

62 Postal Regulatory Commission, Rural Delivery and the Universal Service ObigQtiamtitative Investigationjuly 31, 1992at 3 available
at https://www.prc.gov/sites/default/files/papers/rural.pdf
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Geographic analysis of delivery units that service a mix of city and rural routeshows that
they tend to be further from urban areas than delivery units that service strictly city routes

Figurelll-4
Delivery Units by Type of Routés
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m City
m Mixed

63 Source SeeResponse to CHIR Ng.guestion 7see alsd.ibrary Referqpce S§2022\IP1,August 16,2029 EOS f
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Figurelll-5
Delivery Units by the Number of Serviced ZIP Cédes
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Figure ll1-5 illustrates how many 5digit ZIP Codes are serviced by each delivery unit. Most
delivery units (approximately 74 percent), service a single ZIP Code Seventeen percent of
delivery units service two ZIP Codes, and just a fdwandred delivery units servicefour ZIP
Codesor five or more ZIP Codes.

2. Methodology for Selecting Facilitiésr Site
Visits

The primary objective of the facility visits was to understand the causes of inefficiencies in
flats mail operations. As discussed in Sectidh .B.1, the Commission previously identified
and discussed in detaithe causes of inefficiencies through the pspective of pinch points
first identified in the FY 2015 ACDSeeSectionlll.B.1;see alsd-Y 2015 ACD at 165.
However,the Commission determined that thecauses of inefficiencieshould not be
explored solely through formal data analysis of facilitylevel datasets on mail processing,
bundle breakage, and transportation providedwith the Postal Servicé ACR. As the Postal
Service consistently noted, mail processing facilities differ in terms of facilitiayouts,
management decisions, and relationships with nearby facilitieSege.g.FY2021 ACD at
252. The Commission sought additional empirical and qualitative information on these
specific characteristics through facility visits.To follow up on obsewrations made during
the facility visits, the Commission issued a series gfuestions seekingclarification from the
Postal Service and consulted witlan experton postal operations.

6 SourceSeelibray Reference SS202ZNP1,9 EOSt TAf S -/amGLSvi AMUBWERY !! yiAKINGz L YR Ygybhbt !
85 Commission calculations using data frsponse to CHIR No.qlestion 7 Excel fil&dChIR 1_Q7_A thru | and K_PUBLIG»8sx

[ L/ ®ET &
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When selecting facilities to visit, the Commission used multipleriteria. To better
understand the broad range of activities performed by the Postal Service at every stage of
the flats mail delivery process, the Commission sought to visit facilities of different types:
STCs, mail processing facilities sorting both indidual mailpieces and bundles (NDCs and
P&DCs), and DDUs.

Each facility type performs a different and specialized role in moving mail from origin to
destination. For mail processing sites (P&DCs and NDCs), the Commission focused
primarily on the level of labor productivity of automated equipment and bundle breakage
during flats processing. The Commission sought to observe all types of flats mail processing
machines. Specifically for bundle processing, the Commission sought to observe operations
on machinesthat process high volumes of bundles such as the Automated Package and
Parcel Sorter (APPS) and the Small Package and Bundle Sorter Tracking System (SPBSTS)
machines.The Commission chose the facilities that had both high and low rates of broken
bundles.

The Commissionalsowanted to ensure that it would observe operations on both types of
flats processing machinegAFSM and FSSThe Commission considered facilities with
different levels ofvolumes and different levels of productivity on both types of mia
processing equipment.

For STCs, the Commission was primarily concerned with transportatierelated metrics,
including, but not limited to, causes of transportation delays, misrouted trucks, and
contracted transportation costs.

Appendix A, Sectiors [I1.B.1 and 111.B.2 Analysisprovides the details of thefacility -level
data analysis that the Commissiomised to selecimail processing facilities for visits.

When visiting DDUs, the Commission foces on delivery costs and relationships with
upstream P&DCsvisited by the Commission The Commissionalso selected delivery units
that servedifferent arrays of routes (i.e,rural routes only, city routes onlyand both city
and rural routes; servejust one ZIP Coder several ZIP Codes

In addition to observing flats processing and other operations, the Commission interviezd
facility managers to discover why certain facilities were above or below average terms of
productivity or bundle breakage. These interviews provided the Commissionna
opportunity to understand what the facilities with relatively high productivity or low
bundle breakage were doing differently, and how other facilities would be able to learn
from best practices. The Commission also visited some facilities that had closstwork ties
to one another toobserve network effects and possibly learn about inefficienciegcross
interrelated points in the Postal Service network.

Prior to conducting facility visits, the Commission developed questions spanning topics in
every pinch point. The Commission then conducted trialisits to three facilities: (1) P&DC
1;(2) STC land(3) DDU 1. Using the information received from facility managers during
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trial visits, the Commission refined its initial interview questions for future use during
facility visits. In addition, after conducting trial facility visits, the Commission refinel its
facility visit criteria and selected a few additional sitethat had good network ties with
each other The Commissioralsovisited facilities in the Mid-Atlantic, Northeastern, and
Midwest regions.

3. Summary of theSte Misits

Following the first three trial visits, Commission staff visited eight mail processing facilities,

two DDUSs, and one hub or STC. In addition to Postal Service sites, Commission staff visited

the processing facilities of two privatesector mailers.Representatives from the Postal

SAOOEAA AT A POEOAOA | AEI AOOG AZEAAEI EOEAO COEAA
the extent possible, answered questions, and shared insights into their fl@tsperations.

For postal facility visits, Sectiondll .B.3.a. throughll .B.3.c. summaze collected

observations by core activities that were performed at the facilitiesmail processing

operations (seeSectionlll .B.3.a.), mail consolidation for transportation in the Postal Service

network (seeSectionlll .B.3.b.), and last mile deliveryseeSectionlll .B.3.c.). Observations

CAOEAOAA AO OEOEOO Oi 1 AEI AODB3.dEAAE]I EOEAO AOA
a. Mail Processingites

Including the trial visits, Commissionstaff visited two types of mail processing facilities
two NDCs and seven P&Cs.

Discussions with managemenat various sitesindicated that there has been a general
redesign of the network in response to increases in package volumes and declines in letters
and flats volumes in recent years. This redesign has resultedlimited processing

operations at some facilities.Some mail processing sites that the Commission staff visited
processed all mail shapes while otherperformed processing operations only for certain

mail shapes €.g.Jetters and flats or flats bundles andackages). Operations at some sites
were limited to only certain mail classeqe.g, USPS Marketing Mail and Periodicals or First
Class Mail) or sort level$¢ or a combination of those and other characteristic8’

Commission staff observed that the linted processing operations were supportedy a
complex surface transportation network, which moved mail between the interconnected
operations that were performed at different sitesFor example, facilityA sert its
successfully sorted flats bundles to faatly B for subsequent processing but senall bundles
that broke, orwere treated as broken, to aifferent facility (facility C) for processing Each
of the two truck trips was less full than if all bundles (successfully processed and broken)
were sent tothe same facility for subsequent processindgvoving mail between sites

86 For example, a sitaight sort mail only to the 3-digit ZIPCode level, corresponding to thedgit destination ZIRobde of sorted mail, oonly
to the 5-digit ZIPCode level.

87 For example, sites limited their processing operations to only outgoing mail (mail that destinated outside the servi¢é¢heresad
processing facility) or only incoming mail (mail that destinated within the service area of the mail processigy farcibtprocessing of intact
flats bundles only and transporting broken bundle to other facilities for processing.
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increased the time mail spent in allied operationsSeeSectionlll .B.4.d. and Sectiofil.C.3.
for more details. The Commission observes thateparating processing operations in this
manner might lead to increases in the cost related to transporting mail between sites
because more trips are made, andecausethe trips are on potentially emptier trucks.
Maximizing truck space used by mail is the goal of efficient transportation operaticn

Commission staff also observed that performing different processing operations at

different sites made facilities interdependentFor example, mail processing operations at
facility A were scheduled based on schedules for mail processing operations at fitieis B

AT A #h xEEAE EAA OI11 O Axy déviativhs fraeAplaned= OU ! 60 1T P
schedules at one facility meant deviations from planned schedules for interconnected
operations performed at other facilities. In these situations, managers weredad with
decisions, which often involved tradeoffs. For example, processing of mail at facility A was
delayed. The management at the receiving facility (facility B) decided to wait for delayed
mail from the feeding facility (facility A). During that time,the machine and employees at
facility B were idle, and machine and employee workhour productivities suffered. Waiting

to process delayed mail resulted in this mail being dispatched to DDUs within the
committed time; for this mail, there was no negative irpact on service performance.
However, all subsequent operations at facility B were delayed, which had cascading effects
on interconnected operations at facilities that expected mail from facility B for processing.
Some of that mail may have had to be divexd to other modes of transportation than
intended, such as from prescheduled, contracted trggpaying preset rates per mile, to extra
trips that had to be ordered at a much higher rate per mile.

Observations and discussions with management at various e# indicated major
inefficiencies related to bundle processingparticularly bundle breakageand manual
handling, which wasneeded to prepare flats from broken bundles for subsequent
processing Bundle breakage is discussed in more detail i8ectionlll .B4.a.Individual flats
mailpieces from broken bundles represented only one source of flats that required manual
work to prepare for additional processing.Facilities alsoemployed a practice of having
bundles bypass processing on machinesfdcility staff deemed them likely to break.
Bundles deemed not strong enough to withstand sorting on a machine without breaking
were intentionally opened and treated as broken bundleAlthough this intentional bundle
breakage might mitigate some productivity lossit also ensured that these bundles received
lessefficient manual processing.

During the site visits, Commission staff also learned that some large shipments of bundled
flats are not compatible with flats sorting equipmenteven though these shipments
qualified for substantial discounts based on the expectatiotihat they would avoid manual
sorting or sequencing work by the PostaService These shipments were meant for
automated sortation on the FSS machiné8.Instead, theywere sorted manually at DDUs.

68 FSSortsmailpieces to the sequende which mail carrier delivers malongtheir routes. Flats presortethy mailersfor sortation onFSS
qualify for the deepest discountbecause they eliminate the need for mail carriers to manwsaltymail in the sequence of delivery points
along their routes
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Certain facility personnelcommentedthat the Domestic Mail Manual (DMM¥ standards
were inaccurate as to what mail was able to be processed on FSS. Even for pieces that
complied with DMM standards, facilities described howthe quality of the paper used in the
flats has declined, causing machines to jam or entire flats shipments to be rejected from the
automated flats processing machines. All mail that is not sorted on automated equipment
requires manual sorting and once a mailpiece is diverted fromautomated processingit is
manually processed downstream as wellThe Postal Service does not track mail that pays
automation rates but bypasses machine sortation.

The Commission notes that without tracking the data oflats mailpieces with irregularities,
the true prevalence of the issue of flats that cannot be processed on automated equipment
is unknown, and the discrepancy between the revenues that the Postal Service received
and the costs it incurred for these unknow volumes cannot be estimated.

Other than financial and service performance implications related to manually sorting flats,
Commission staff saw that the increase in workload this mail caused led to attritiafue to

the difficult y of the job. Management o described other difficulties retaining existing

employees. Hiring new staff meant new and, at least temporarily, logkilled workers.

From facility visits and discussions with management, Commission staff learned that

morale, skill level, and managemersupport contribute significanty OT A AAAEI EOUB8 O
and productivity. Consequently, difficulties retaining stafihegatively affectthe efficiency of

the whole facility.

b. Qirface Transfer Centers

The main functions of STCs are mail consolidation and credscking. Mail consolidation
involves combining mail from several containers and placing it into fewer, fuller containers.
Crossdocking involves combining containers with the samelestination and transporting
them on the same trucks? In other words, STCs work to move fuller containers on fuller
trucks.

The two STCs that Commission staff visited were contracted operatiofisHowever, both -
STCs had Postal Service employees on site to monitor theit AT ET AOO 1T £ 34#086 |
and to coordinate between the contractors and Postal Service Headquarters

69 SeeUnited States Postal Service, Mailing Standards of the United States Postal Bamwiestic Mail Manal (DMM) (2023), available at
https://pe.usps.com/DMM300/Index.

70 Crossdocking did not involve opening containers and moving rRaither, K S (1 SNIR20OPMBAE NBFSNE G2 O2yidl Ay SNA
example, a container from origiA arrives at an STC, and is unloaded onto dock number 1. Another container arrives from origin B and is

unloaded onto dock number 2. The two containers are headed for the same destigat@siination C. A truck for destination C departs from

dock 10. @ssdocking involves moving containers headed for destinatiém@ docls 1 and 2 onto dock 1@yhere they willbe loaded onto

the same truck.

In FY 2021, the Postal Service operated about half of its 13 tB&©ther half were contracted operations. The Postal Service representative
at one of the visited STCs explained that during FY 2022, the Postal Service stopped operating STCs tedl mand@erations at all facilities
that it previously operated.
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Of the flats products, only FirstClass Mail Flats move through STCs. The focus of th&3eC
visits was to analyze potential inefficiencies of routingrirst-Class Mail Flats through STCs
Commission saff alsofocused on theimpact this practice has on the time FirsiClass Mail
Flats spend in transit, and on their transportation costs. Potential inefficiencies include
waiting for mail to arrive at the STC for consolidation, insufficient capacity to fit FirstClass
Mail Flats on scheduled transportation departing from STCs, the associated delayed
arrivals of such mail at downstream processing facilities via alternative transportation
options, and the costof such alternative transportation arrangements.

4EA 01 OOAI 3AOOEAA OAPOAOAT OAOEOAO AAOAOEAAA

efficient and timely, with consolidation and crossdocking times strictly monitored and
penalties assessed for delays.

However, the Postal Service representatives explained that there were delays on leng
distance transportation, describing some trips as routinely delayed. The most common
causes of delays included origin postal facilities dispatching mail late and delagssociated
with switching drivers at the relay points.

Since most trips that STCs operated were round trips, delayed inbound trucks meant that
mail that the STC had ready to load onto the return portion of the trip would also arrive
late at the destination. As for delays related to relay points, an STC representative
explained that the United States Department of Transportation regulations require drivers
to rest at regular intervals, and for a certain amount of time. Having one dedicated driver
on a trip would require adding rest time to drive time, potentially doubling trip time.
Switching drivers at relay points eliminated the need for rest time. The representative
added that STCs were exploring an option of team driving to prevent delays related to rela
points. With team driving, two drivers on a truck would alternate their drive and rest times.

In case of delayed incoming trucks, a Postal Service representative decided whether to
order extra transportation for outgoing mail. Extra transportation is urscheduled
transportation, ordered on an asneeded basis.

Another situation that called for decisionsto order extra transportation is where scheduled
outgoing trucks are filled to capacitywith First-Class packages, with no space remaining for
First-ClassMail Hats.

The Postal Service representatives explained that decisions to order extra transportation
were based oncritical entry times(CETSs) at destination facilities. CETs represent the latest
times mail can arrive at mail processing facilities to bprocessed and deliveredwithin the
stated service standard

Representatives at the STCs acknowledged that extra transportation was expensiaed
trucks were frequently not full when they left the STC. They described combining mail for
several destinations on extra trucks and adding stops to extra trips, to justify the costs.
However, they added that this was not routinely done because every added trip stop
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increasedthe risk of delay for the extra trip. In summaryrouting First-Class Mail Flats
through STCs introducegotential inefficiencies interms of service performance and
transportation cost.

C. DestinationDeliveryUnits

Every DDU serves at least one-8igit ZIP code areaandevery 5-digit ZIP code areas
divided into smaller units, socalled carrier routes. Typically, one mail carrier delivers mail
along one carrier routewith severaldelivery points. DDUs ordinarily receive mail from
destination processing facilities that has been sorted either by carmgoute (but not in the
precise delivery point sequencgDPS) or in delivery point sequence’?

Flats that were not sorted at mail processing facilities on automated equipment, whether to
carrier route and/or in delivery point sequence, were sorted and/orsequenced manually
at DDUs.

Every mail processing facility that Commission staff visited described regularly receiving
shipments of flats that bypassed machine processing and that were sent directly to DDUs to
be processed by hand.

The management at thédDU, where Commission staff saw such shipments on the day of
the visit, described acute staffig shortages and difficulty retaining employees because of
workloads that shipments like these caused. The management also commented that
delivering these flatson time was not possible.

d.  al A fFR&citeQ
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effective communication with customers has important productivity implications.The
mailers said that he effectivenessoOEAEO AT I 1 OT EAAOEIT T 1 AU ET 1 Al

understanding their own operations, including sources of potential inefficiencies.

Management also described frequent contact with customers, which included customer

education on mail preparation.In addition to benefitingi AET AOO08 | x1 T DAOAOET
the mailer indicated thatthis communication styleimproved the degree to which mail was

prepared to mail-preparation quality standards (as specified in the DMMYrior to

inductionET OT OEA 071 OOAI 3AOO0OEAAGO TAOxIT O

-AE1 AOO APPOAOOAA OEAEO xEI1TEITCI AOO O Al OEA
cost issues. However, they also expressed concerns about a lack of effective communication

with the Postal Service. Most notably, mailers did not finthat the feedback from the Postal

Service included relevant data that mailers needed to understand the specifics of any gaps

in their mail preparation quality, or data that would allow tracking shipments to their own

operations.

72This is the finest level of sortation. The sequence of delivery points in which mail carrier delivers mail along a w@iiepredetermined.
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4. CommonCauses otnefficiercies Analysis of
Pinch Points)

a. BundleBreakageDuring Bundle Processing

Mailers assemble flats into bundles in different presort levels, based on shared destination.
For example, flats in a bundle might destinate in the samedgit ZIP Code ared(3-digit
bundlesd), or the same &digit ZIP Code ared®-digit bundlesd), or on the same carrier

route (@arrier route bundlesd) along whichamail carrier delivers mail. Flats that do not
sharea common destination area can also be bundled togeth¢riixed bundlesd .

Mailers place presorted bundles in postal containers before entering them into the postal
network. Flat bundles can be placed on pallets or included in sackllectively,

OAT 1 O A Bimifati®adrapining flats in a bundle, bundles are combindd containers in
different presort levels. For example, a &ligit pallet can include carrier route, 5digit, or 3-
digit bundles that destinate within the same 2digit ZIP Code area, and a-8igit pallet
would include bundlesfor different carrier routes that destinate in the same &ligit ZIP
Code area. Mixed bundles, described above, are included on mixed pallets or in mixed
sacks.

Mailers canenter their presorted bundles in presorted containers at mail processing
facilities that serve the area where bundles originate, referred to as origin entry.
Alternatively, mailers can enter bundlesnto the network at mail processing facilities that
serve the area where bundles destinate, referred to as destination entrfy.Entry facilities

can include NDCs, Area Distribution Centers (ADCs), P&DCsDbtUs. Mail preparation
standards for the numerous bundle and container presort levels and mail entry padis are
defined in the DMM’4 For example, a Edigit pallet can enter the postal network atan

origin or destination mail processing facility, but a mixed sack or pallet can only be entered
into the postal network atan origin facility.

Based on presort level and entry, flats bundles receive different amounts of processing and
transportation in the postal processing and transportation networks. For example, a@&igit
container entered atan origin facility might be transported intact through the postal

network and require mail processingonly at the destination P&DC pefore dispatch to

DDUk. By contrast, amixed bundle on a mixed pallet needs processing at origto sort the
constituent pieces or bundles foitransportation through the network, traversing different
destination mail processing facilities before individual pieces from a mixed bundle cdre
distributed to their respective destinations.

Mail processing facilities sort flats for dispatch to other mail processing facilities, wheithe
flats will destinate, and they sort flatshat destinate within their service areas for dispatch

73The Postal Servides rulegegardingspecificdropship locations for mailers

74 For example, mail preparation standards for commercial Marketing Mail volumes can be foDiMiVeg 245 available at
https://pe.usps.com/text/dmm300/245.htm
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to local DDUs.Flats that destinate in service areas of other mail processing facilities are
referred to as outgoing flats Flats that destinate within the service area of the mail
processing facility are referred to as incoming or destinating flats.

Outgoing flats whether bundled or individual, must be sorted tahe 3-digit ZIP Code level
corresponding to mail processing facilities of destinations. Incoming flats, whether bundled
or individual, must be sorted to at leasthe 5-digit ZIP Code level before they cabe
dispatched to DDUs for delivery? In efficient mail processing operations, flats that can be
sorted on automated equipment are sorted to finer levetscarrier route or DPS depending
on the equipmentavailable at mail processing sites

When a bundle comes aparit is referred to as bundle breakageWhenbundles with
different destinations break at the same time, the value of presortation is lost because the
mailpieces become mixed together.

Bundle breakagehas been identified as one of the major sources of inefficiencies in flats
processing and the Commission has required the Postal Service to report bundle breakage
rates since FY 20%.76

Mixed flats from broken bundles require additional sorting, some of wigh is done
manually. For examplewhen bundles break whilebeing sorted on a bundle sorter to 5
digit destination ZIP Codesthe constituent piecesrequire two levels of sorting:first to the
3-digit level, which is the level at whichthe bundles were inducted into the machine, and
then to the 5-digit level, which is the level to which bundlesvould have been sorted on a
bundle sorter, had they not broken. This disrupts planned operations at ail processing
facilities because additional work is required that would not be done ithe bundles had
stayed intact and their sorting finalized on automated bundle sorters.

Bundles can break duringransit or while being processed Facilities mix flatsfrom bundles
that break prior to automated sorting with bundles that break during sorting on bundle
sorting equipment. However, the bundle breakage rates that the Postal Service has
reportedinclude only bundles that broke during processing on bundle sortes, and do not
include any bundles that broke before processing. Consequently, the reported bundle
breakage rates are likely underestimated

Managersdescribed two main factors affecting bundle breakage during sorting on
automated equipment:(1) the type of processingequipment; and (2) the ability of bundles
to remain intact (bundle integrity).

According to managers, most bundles break when they areducted (fed) onto the
conveyor belt from the dumper. Dumpers are large containers with many bundles in them

7> This ishecause everlDDU serves at least onedigit ZIP code area.

"SFY 2015 ACD at 166; FY 2016 ACD at 162; FY 2017 ACD at 176; FY 2018 ACD at 216; FY 2019 ACD at 162; FY 2020 ACD at 244
48; FY 2021 ACD at 242.
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that are ready for sorting. From the many bundles included in dumpers, one bundle is

OA1T AAOAA AO A OEI A AT A EAA ThisiOrefer@Bdas ANOE DI AT O
singulation. The singulation process involves bundles falling from the dumper onto the

conveyor belt.

Managers described equipment designed to process both packages and bundlesas

CAT AOAT T U OCAT O1 AO6 OE Adssind packaged oAly. Thisivads due ©1 AA £
the height that bundles fell from during singulation.

Staff at facilitiesdescribed the Automated Parcel and Bundle Sorter (APBS), the only

equipment designed for processing packages and bundles, as most gentle dgrin
singulation, with only a 6inch drop from the dumper.

Picturelll-1
APB&Bundlesinducted From the Dumper Onto a Gonveyor Belt

Facility staff described APPS a@nore violentdthan APBS, with bundles tumbling a lot in
the dumper and dropping?2 feet during the singulation process. This camesult in bundles
losing their integrity.
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Picturelll-2
APP&Sngulated BundlesFed onto a Conveyor Belt Move Toward aScanner
(Left Picture) andWill be Directed into Appropriate Bins Based on
Their ScannedDestinations Rght Picture)

Management at one facility described recently switching processing of bundles frotime
APPS tahe Automated Delivery Unit Sorter (ADUS, citing lower bundle breakage rates for
ADUS, compared to APPS.
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Only one facility that Commission staff visited operated the Small Package Sorting System
(SPSS).

Picturelll-3
SPS&undles onFeedingBelts Being Fed Onto SPSS

4EA EAAE]I EOQUGO I AT ACAI AT O Ai PEAOGEUAA OEAO 303
machine had the highest drop of all equipment Commission staff observed, wittB&oot
fall from the dumper.

As for bundle integrity, facility staff commented about stapping and wrapping materials
used to band and wrap flats into bundles. For strapping, material mattered, and so did the
number of straps and their tension. Some mailers repeatedly sditheir bundles strapped
with rubber bands or wire, which are not permitted materials. Some bundles need extra
strapping to prevent flats inside from shifting and falling outThe number of flatsincluded

in bundles affectedbreakageas well. Too many piecescancausestrapping to break, while
very low numbers offlats included in bundlescancause the strapping material to be
ineffective. The tension of the straps could be compromised during previous handling, such
as transportation to the mail processing faciliy.””

For wrapping material, facility staff described breakage related to the quality of material,
with thinner materials more likely to break. However,the size and weight of bundles
mattered as well Some bundles were wrapped (and strapped) according to DMM
prescribed standards but were too large and/or heavy for the material to suppothem.
Saff at some facilitiesalso commented orlarge and/or heavy bundlesoften causing
breakageof smaller bundles during singulation. Management at a few facilities statedhiat

77The DMM includes standards for preparing bundles of flats. The DMM standards relate to physicals dimensions, weighg, at@ppin
wrapping materials to use, and their tensi@mong other thingsSeeDMM § 203, available ahttps://pe.usps.com/text/dmm300/203.htm
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they would have liked DMM bundle preparation standards to include standards for the
quality of wrapping material. They specified that higherquality shrink-wrap or polywrap
would break less easily.

Management at one facilityexplainedthat identification of improperly strapped and/or
wrapped bundles at the time otheir induction into the network was difficult because
mailers frequently placedsuch bundleson the bottom ofpallets, or in sacksHowever,the
AAAETI EOQUBS O 1 AT nb @efails Alwbether Oriprogendy Atrapped and/or
wrapped bundles would have beeraccepted ifthey were identifi ed upon visual inspection
of mailersGshipments.

&AAEI EOEAOGG 1 AT, Aeniticbr@cthiubed Atrappi@gaAd@vrapping

materials, bundle integrity could be compromised for bundles that were handled and

transported multiple times prior to arriving at their facilities. Management at one site with

a high bundle breakage rate gxained that their high breakage was only partially related to

OEA ZAAEI EOUBO OOA 1T &£ 3033 ANOGEDPI AT O AT A AOOO
amount of previous handling their bundles received. Specifically, prior to coming to the

facility for sorting to the 5-digit level, bundles were processedo the 3-digit level on

AT T OEAO T AET DOT AA OO Ethe@nail&ArdnEports thésd bdndleDtdtBes | O O
mail processing facility where they enter the postal network (entry facility) whereupon the

bundles undemrgo sorting and other handling at the entry facility and subsequent

transportation to the subjectfacility for sorting on SPSS equipment. The various handlings

ET OT1 OA O1T 11T AAET ¢ AOT Al AO AQfiekentry f&ci® AOD6 OOOAE
processing floor, withstanding theGnore violentdsingulation process on APPS during

sortation at the entry facility, loading onto truck for transportation to the subjectfacility,

unloading from trucks, and moving to processing floor.

Staff atPostd Service facilities explained that mixed bundles traversthe mostfacilities
and receive the most handling befordbundles are opened andindividual pieces from mixed
bundlesare ready for sortation to destination. This hurts their integrity. Additionally,
transportation and handling are more likely to weakenthe integrity of bundles included in
sacks, as comparewith bundles secured on pallets.

Additionally, bundle content matters. All facilities confirmed that bundle prepaation
quality is far worse for USPS Marketing Mail bundles than for Periodicals bundles-Qail
bundles were described as most likely to break.

Comail bundles combine mailpieces of different types or titles or from different mail
classesto create a lager bundle.”8 Mailers prepare cemail bundles to qualify for deeper
discounts associated with worksharing. For example, bundles must contain a minimum

78 OnlyUSP $Marketing Mail, Periodicals, arBPMHats can be included in bundles and combined imwil bundles. Firs€Class MaiHats
cannot be bundled and are included in trays.
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number of pieces, as prescribed in the DMM, to qualify for workshare discountslif a

mailer prepares bundles of a single magazine title, they may only have enough pieces per
bundle to qualify for a 3digit discount. However, if the mailer combines the magazines

with department store catalogues with the same destinations, they may have a sufficient
number of pieces to create Edigit bundles. Bundles presorted tahe 5-digit level qualify for
deeper discounts than 2digit bundles, because the Postal Service avoids the cost of sorting
from the 3-to 5-digit level, and the associated cost avoided by the Postérvice is

reflected in the workshare discount. As volumes decline, emailing becomes more

valuable to the mailer.

According tomanagementat Postal Service facilities, canail bundles might include flats of
different dimensions, which sometimes causes the pieces inside the bundles to shift and
threaten their integrity. Co-mail bundles also tend to be too big and too heavy for their
strapping and wrapping materials, which makes them more likely to become loose or break
during transportation, machine processing, or other handling. Some facilities increased
staffing for certain comail shipments that were scheduled to arrive at their sites.

At every P&DC visited, management explained that their goal was to prevent bundle
breakage duing automated bundle processing. To accomplish this goal, employees visually
assessed bundles for their ability to withstand processing on the type of equipment
operated at facilities. This visual inspection included assessing the type and quality of
wrapping and strapping material whether any pieces were shifting inside bundlesand the

A O1 AsizA @éight, and content. Management described their employees as very
experienced in recognizing bundles thagre likely to break andthat should accordingly
bypass machine processingStaff at thefacilitiesOA AZA OOA A O1 OEAI AO

The equipmentoperated atthe sites mattered when employees made these determinations
for individual bundles. For examplethe APPS haa side feeder, whiclcanbe used to feed
bundles to the conveyor belt manuallyManually feeding bundles deemed likely to break
during singulation onthe APPScan minimize the number of bundles bypassing automated
sorting and increase the number of bundles finalized othe APPS. However, it is not clear
whether all facilities with APPS used the option to manually feed bundles consistently.

7 For standards applicable to-coail bundlesseeDMM section 705.15.0, available at
https://pe.usps.com/text/DMM300/705.htm#ep1420438



Docket No. SS2024 -45 -

Picturelll-4
BundleThat BypassedSorting on APP®Becauselt WasSrapped with Rubber Bands

Having loose bundles bypass sorting on automated equipmentight represent an
inefficiency, because loose bundlesre treated as brokenbundles. In other words, loose
bundlesare opened, their piecesare mixed with flats from broken bundles andthe
constituent flats aremanually prepared forindividual processing.However, the extentof
any inefficiency depends on how likelybundles bypassng machines areto break. For
example, for bundlesalmost certain to break.the bundles wouldlikely receive inefficient
manual processingregardless On the other handfor bundles with only a 50 percent
chance of breakingbypassing machine sortation would impose inefficient manual handling
for bundles that had a 50 percent chance of being finalized @utomated equipment. Even
so,allowing likely-to-break bundles to bypass automated processing mayoid other
inefficienciesfrom the disruption that their breakage would cause in the processing of
other bundles.

Another group of bundles treated as broken and loose bundlese Geject bundles6These

bundles cannot be finalized on bundle sorting equipment because of someegularity. For

example, Postal Service facilities management discussed bundles thed too heavy as

being frequently rejected by the equipmentAdditionally, management frequently

i AT OETTAA OEAO A& AOGE £EOI $gla@ forfshrinkdwkaped A6 O OAAT 1
bundles.As a result, thescannerscannotread OE A A GatldlebsAabels or barcodesand

the bundles are rejected by the equipment.
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Picturelll-5
Containers withBundlesRejected from APPSof the Left) andwA (i Mo-R8 | RejectsFrom
ADUS ¢n the Right)

Every visited facility employedthe practice of having bundles bypass machine processing

to prevent breakage. Commission staff asked the Postal Service to provide separate data for
the number of bundles that broke during sorting on bundle sorters, number of bundles that
broke prior to machine processingthe number of bundles that were rejected by the
equipment during processing, andhe number of bundles that bypassed machine

processing because they were deemed likely to bre&kThe Postal Service responded that

it only tracked bundles that broke during macline processing, since they were the only
bundles that received machine scans. As noted above, the Postal Service does not track
bundles that break before they could be processed on bundle sorters, or bundles that
bypass the equipmeng!

This suggests that the reported bundle breakage rates underestimate true bundle
breakage.

b. Productivity oHats Sorting onAutomatedEquipment

As Commission staff observed, one of the major differences between AFSM and FSS
equipment was how deeply into the netwark each machine could sort to when preparing
flats for the final delivery. A 3digit sort prepares mailto a mail processing facility, a &igit
sort prepares mail to a DDU, a carrier route sort prepares mail to the actual delivery route,

8 Responses of the United States Postal Setviuestionsdr 2 F / KI ANX I y Q& L yJasudgri3,Ro2guéstion$S4j 525840 b2d n =
(Response t€HIR No. 4

81 Response to CHIR No. 4, questions 4.b., 5.d-0 7SzeResponses of the United States Postal Service to Quesfiont YR ¢ 2F / KIF ANX | y ¢
Information Request No. 5, January 13, 20@3estionsl.a-d., f-g. (January 1Response t€HIR No.)5
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and DPS prepareghe mail to the specific address level. Postal Service facility staff
explained that the! & 3 -fide§ sort level is carrier route. The& 3 et level is DPS.

Figurelll-6
Levels of Sorting Specificity

. . » »
Automated Flats Sorting Machine Flats Sequencing System
(AFSM) (FSS)
)
I o
A 3-digit ZIP code sort prepares mail for a mail processing o |
facility.
o o

A 5-digit ZIP code sort prepares mail for specified 5-digit ZIP
codes within a 3-Digit ZIP code area.

A D RO
Route
254 —
A carrier route sort prepares mail to delivery routes within ~ Route
5-digit ZIP codes 675
Route
17 —
» 2 PO () DF
A DPS sort prepares mail to the specific sequence of delivery
points (addresses) along carrier routes . IJHHBHEIIBI‘@

Flats sorted to carrier route must be manually placed by mail carriers into the order in
which they are delivered along the carrier route. Eachdelivery route has an assigned case
that has thesequence oindividual delivery points in slots on the case. Flats sorted to DPS
require no suchadditional in-office sequencing but carriers still must mergethem with the
manually cased flats in order fothe entire set of flatsto be deliveredin sequence The
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techniques for merging these two typesof flats will vary depending uponwhether they
destinate on city or rural delivery routes, as well as upothe type of delivery route82

Thelabor productivity of automated mail processing operations, defined as mailpieces
processed per employee workhouyincreasesvhen the automated sortation systems are
used effectively. Staffing levels for AFSM and FSS equipmard defined. When these
staffing levels areadhered to, and they typically are, the effort to achieve productivity
targets is focused upon adeving equipment throughput targets. Throughput targets are
best achieved through a combination of efforts to properly prepare the flats fanduction
to the processing equipment methods used tofeed piecesto the equipment, and efforts to
ensure the timely and properremoval of flats once they are sorted. Jams within the
automated sortation are inevitable. Minimizing jams and ensuring timely clearance of jams
also leads to improved throughputProper maintenance of thke equipment is essatial to
attaining and maintaining highoperational throughput.

The Postal Service has attributed productivity declines for both machines generally to

significant declines in flats volume$3 The Postal Service also indicated that some of the

AFSM producivity declines could be attributed to the deployment of FS8perations. Id.

In April 2021, the Postal Service announced that due to declining flats volumes, it would

OOAOO OAIT OET ¢ 001 1 AAdoddigsionsiaff odekatFrOSopeiitdisDi AT 08
at four mail processing sites and AFSM operations at seven sitdsrough these visits,

Commission staffaimed to understand the impacts that flats volume declines and FSS

equipment deployment might have had on automated flats processing productivity, as We

as to gather insights that would help inform the expected impact that the removal of

unnecessary flats equipment might have on automated flats processing productivity.

() FSSProcessing

Some mail processing facilities adjusted tdeclines inflats volume by running their FSS
machines fewer days each wee¥. This way, on days when flats volumes were higher,
machine capacity was better used. Better use of FSS capacity meant more flats pseed
per employee workhour, thanthe hourly rate achievedon low-volume days By avoiding
sorting flats on low-volume days, facilities were better able to maintain their FSS
productivity levels.

82 Formore information on themethodscommonly usedor casing and preparing mail for delivemy city carrier routesseeUnited States
Postal ServigeHandbook M41, City Delivery CarrisrDuties and Responsibilitighkine 2019at 20-24. For more information on the methods
used for casingnall for delivery on rural carrier routeseeUnited States Postal ServiédandbookPG603, Rural Carrier Dutiesnd
ResponsibilitiesSeptember 2013at 36-37.

83 See, e.g.Docket No. ACR201Responses of the United States Postal Service to Question8, 110, 1213 and15-22 of Chairmaf a
Information Request No.,danuary 23, 2015uestion 8.e(Docket No. ACR201Response to CHIR Ng. 2

84 SeeDocket No. ACR2021btary Reference USFRY2145,F 2 f RS NJ & w fJDpSrational CimadgesRephrB DHile GFY21 Paragraph (f)
Report.pdf¢ at 4-5. See alstnited States Postal Servje@ffice of Inspector GenerdReport No. 22240-R22,Transfer of MaiProcessing
Operations from Selected Facilities, May 4, 2022, available ahttps://www.uspsoig.gov/sites/default/files/reports/20281/21-240-
R22.pdf(OIG Report N®1-240-R22).

8 For two mail processing sites, FSS machines were removed shortlg bedédacility visits.

86 At most of the visitedfacilities management describedinning theirFSS equipment days a weekt the time FSS was deped Bythe end
of 2022,FSS equipment was operated between 2 and 7 days a atesiesthat the Commission staff visited.
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Postal Service mail processing staff explained that flats wemnot fed to FSS continuously, as
they were prepared for induction to the machine. Instead, when all pieces for respective
sort plans were ready, they were fed to the machine at once and the machine run started.
This had a positive impact on FSS productityi.

Picturelll-6
Flats inTrays Compatible with FS3\re Gathered for Sorting on FSE&quipment

Many facilities also described upgrading USPS Marketing Mail flats that were not
committed for a givenday (that is, due to be sortedthat day), and combining them with
committed volumes, such as Periodicals. In this way, facilities were able to increabe t
number of flats sorted per machine runAt only one facility that Commission staff visited,
an NDC, the manageaeported that mail from different mail classeswas never combinedn
any sortation or allied activities.

The operational expertwith whom the Commissioncollaborated noted that combining

different mail classesin incoming sort plans has longbeen a standard proceduraused by

mail processing facilities First-Class Mail and Periodicals mailpieces have been combined

with USPS Marketing Mé pieces based orthe color-coding chartprovided in Figurelll-7.87

There is anational color code policy for USP$arketingMailh xEEAE EO OPOI AAOGO
sequence according to the color code commitment, with the oldest mail processed first.

Delayed mailreceived from upstream facilities or operations should be queued to be

processed in front of [USPS Marketing Mail] with a later commitmergg8

87 The colorcoded chart shown in Figutt-7 was provided taCommissiorstaffduringatrial visitof P&RDC - { G F Y RF NR al Af ¢ A& Ly |
for USPS Marketing Mail.

88 Docket No. N2014, Library Referendd SPS.RN20141/16, Manual Responsive R/USP$1-14, January 24, 2014t 2.
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Figurelll-7
USPS Marketing Mail Color Codes

Siant Delivery Matrix}
COLOR CODE T"REE DAY ‘v
DELIVERY |

STANDARD MAIL CO

.01 - SAT16:00
SAT16:01 - SUN16:00

[SUN16:01 - MON16:00
{MON16:01 - TUE16:
£16:01 - WED16:00
WED16:01 — THU16:
THU16:01 - FRI16:00

il

Figurelll-7 indicates days of the week that USPS Marketing Mail pieces must be processed
and dispatched to DDUSs, based on the days of the week that they are received at mail
processing sitesAsdescribedabove, however, a facility might upgradeon-committed

USPS Méteting Mall flats received on a Monday for Tuesday or Wednesday dispatch,
rather than for the Thursday dispatchthat the color-codingwould direct for 3-day delivery
mail.

From discussions with management at the FSS sites, Commission staff learttest FSS
machines hae certain features that enable facility staff to minimize the impact of flats
volume declines on FSS productivity. The process is described below.

Piecesare sorted on FSS machines to DRScordingto their sort plans. Saff at Postal
Service facilitiesexplainedthat every FSSsort plan includes a uniqgue combination of 5
digit ZIP Codesto which piecessorted to DPSlestinate. They clarified that FSS sort plans
are alsoreferred to as FSS zorg or FSS schense FSS sort plan could include up to 30
thousand delivery points, which could be from several &ligit ZIP CodesStaff also
explainedthat four or five 5-digit ZIP Codes could be included in a FSS sort plan.

Management at the visited facilities explainedhat as flats volumes declined, existing sort
plans could be revised. Sort plan revisions involved eliminating delivery points with low
flats volumes from them. Management also explained that new sort plans could be created,
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most frequently by consolidating5-digit ZIP Codes for several smaller towns in new sort
plans.

The FSS machine could be run in two different modggM4 or VM2. In VM4 mode, flats for
only one sort plan could be sorted in one FSS machine run. In VM2 mode, flats for two sort
plans couldbe combined and sorted in one FSS machine run.

Picturelll-7
A Sgn That Identifies Sort Plans toCombine inVisited A- OA f A Bud @ ¥M2®1¢de

I

TS
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For sort plans with high flats volumes, such as those with ZIP Codes in highly populated
urban areas, volumes were sufficiently high to run such sort plans separately, in VM4
mode, without reducing FSS productivity. For lowolume sort plans, such as thoseith
ZIP Codes for smaller townsstaff atfacilities explained that they combined two such sort
plans in one machine run, with FSS operated in VM2 mode.

By combining sort plans, facilities were able to sort volumes for up to 6000 delivery

points in one machine run. Essentially, VM2 mode enabled facilities to expand the number
of delivery points and thusto increase flats volumes processed in a machine run. This way,
facilities could mitigate the negative impact of declining flats volumes on FSS prodivity

to some extent. Every facility that operated FSS equipment partially or fully switched to
running FSS in VM2 mode due to declining flats volumes.

The manager at a mail processing site with high FSS productivity described the importance
of creating gptimal sort plans, which would enable optimal FSS operation in VM2 mode,
and in turn, maximize FSS productivity. The manager explained thahen sort plans were
revised, flats volumes associated with eliminated delivery points should be minimized.
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When flats are sorted on FSS, they pass through the machine twidauring the first pass,
piecesare sorted from a 5-digit level to delivery point groups.8® At the end of the first pass,
the FSSautomatically re-inducts grouped flats back into the machine for a second pasat
the end ofthe second pass, flatare sorted to DPS

Qreating optimal sort plans, which would ensure optimal FSS operatiors important to

maximize the number of flats finalized on FSS to DPS atadensure efficient processing of

flats that qualified for the deepest discounts orthe premise that they do notneed manual
casing.However, management at the facility with high FSS productivity added that the

AAAEI EOQUGO 1 POEI Al &3 3 tyicduld aoAb® Btiaihe@witAdutA EECE DO
continuous staff support and training, and that retaining trained staffwas also critical to

ensure continuedefficient operations.

As a very important factor in FSS productivity, facility staff described propgsreparation of
flats before inducting them into the machine so that machine jams were reducdtiwas

also important to feed the right volume into the machine, because both oveand under-
feeding the machine was not optimalStriking this balancerequires proper staff training
continuously. Management at one P&DC described higher FSS reject rates on days when
inexperienced or poorly trained staff prepared mail for FSS processing.

Proper mail preparation, correct feeding of vtume into the machine, and regular
maintenance were particularly important because facilities reported a shortage of staff
trained to fix FSS breakdowns. Management at one mail processing site described everyday
machine breakdowns, sometimes lasting an emé day. This occurred despite the factthat

this facility (and every visited facility) reported performing 4 hours ofdaily routine
maintenancefor its FSS equipment.

Machine breakdowns halt FSS operations and impact all interdependent operatiarfsor

example, staff was idle during FSS breakdowns bwere not moved to other operations

that may have been understafféd becausethe expectation was that repairsvould not take

long, and the staff needed to be ready to operate the athine when itwas fixed.

Breakdownscanalso result in pieces not being finalized on FSS to DPS, which increased the

need to manually case flats bthe$ $5 06 AAOOEAOO8 ' O 11 OAA AAT OAFr
that qualified for the deepest discounts, based on expectembrtation to DPS on automated

equipment, represented inefficient operation.
(2)  AFSMProcessing

Flats that destinate in the service area of a mail processing facility must be sorted to at least
the 5-digit ZIP Code level before they are dispatched to DD&sThe different sorting that

8 For exampleq first delivery point group compifieg a first delivery point on a first carrier route and a first delivery point saand carrier
routed ¥nited StatePatent Application PublicatioiPub.No.US 2005/0218046 ADctober 6, 2005at 1(United States Patent Application
Publication Pub.No.US 2005/0218046 Alavailable at
https://patentimages.storage.googleapis.com/14/47/30/dc187c1f164899/US200502180p6A 1

% Flats that require manual sorting, are sorted5-digit ZIPCode levelat mailprocessing facilities.e., the minimum level requiredor dispatch
to DDUs



Docket No. SS2024 -53-

destinating flats receive onthe AFSMis referredto asanOET AT | BEgstiaxi 0O

AAOOET AGA ET AT 1T OEAO i AEl DPOI AAOOET ¢ ZAAEI EOU
facilities to the 3-digit ZIP Codes associated wittheir destination mail processing facilities,

xEEAE EO OA/EAOOA BDWihg tha facili) Lishs) Comiission s@ff 000

gathered the following information, which might at least partly explain the low

productivity of sorting flats on the AFSM quipment.

Ability to scale AFSM operations in response to flats volume decliBesry facility that
Commission staff visited had at least two AFSM machines. It appeared that management
did not havethe flexibility to operate the AFSM on higlvolume days only, as it did with the
FSS. On the contrary, AFSM machines were running continuously during the day, except for
4 hours of daily maintenance that each machine received.

This was because of thgreater variety of sorting jobs that AFSM macimes performed
compared to FS$nachines Whilethe FSS was designed to sort only destinating flats from
5-digit to DPS, AFSM saostoutgoing flats tothe 3-digit level and incoming flats tothe 5-digit
and carrier route levels.

Flats of all types are(tagedh a@nd flats within the USPS Marketing Maitlassare color-
coded in accordance with their service commitmentSeerigure 11 -7. Thus, First-ClassMail
Flats, Periodicalsand USPS Marketing Malfilats due for delivery were all combined and
run together on the same progran?? However, dmost every site described combining
USPS Marketing Malil flatthat were not committed for the daywith Periodicals and First-
Class Mail Flatsto increase volumes sorted in their AFSM sort plans, and to improve
overall AFSM productivity. This was consistent withthe efforts the management at visited
sites described making to impro ve capacity utilization and employee workhour
productivity in FSS operations

Impact of FSS operations on AFSM productiviéy facilities that served FSS zones,

management noted thadeployment of FSS negativg affected AFSM productivity. The

reason was that when FS3oneAAOOET AA &£ AOO xAOA AEOAOOAA O]
(incoming sorts to carrier route), the respective sorts were not eliminated from the list of

jobs that AFSM machines performed. According siaff atfacilities andthe# 1 | | EOOET 1 8 O
operational expert, the Postal Service standard operating procedures dictated that FSS

rejects destinating to the zones withmultiple ZIP Codeshad to be rerun on AFSM to the

extent possible before dispatching them to DDUS.As such, even though volumes were

diverted from AFSM to FSS, AFSM continued to process flats pieces for the@idres

included in FSS zones. How this impacted AFSM productivity is explained in more detalil

below.

¢ KS Y| @G&riteyiaBce @indowsvere staggered so that one machine at a facility wduhlways run

92 According to the operational expemttained by the Commission, the practice ofbining all types of flats into single processing operations
started when thdfirst nationwide mechanical flatsorters were deployedn the 1980s

9 SeeUnited States Postal Servje@ffice of Inspector GenerdReport No21-131-R21, Manual Mail Processing Efficien8gptember 21, 2021,
at 12 available ahttps://www.uspsoig.gov/sites/default/files/reports/20281/21-131-R21.pdf{OIG Report N21-131-R21).
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As explained inSectionlll .B.4.b.i., several &ligit ZIP Codesanbe included in one FSS sort
plan. Moreover, FSS allows combining two sort plans in one machine run, further
increasing the number of 5digit ZIP Codes sorted on FSS in VM2 mode. All pieces, whether
for one or two sat plans, were fed into FSS and sorted at the same time, in one machine
run. Asmore 5-digit ZIP Codedhave beenadded to FSS zones in response to flats volume
declines (seeSectionlll .B.4.b.i.), an increasing number of AFSM sort jobs processed FSS
rejects only instead of all destinating flats volumes. The negative impact on AFSM
productivity stemsfrom the increased number of AFSM sort plans that were processing
FSS reject volumes.

Discussions with facilities management revealed that FSS rejettst could be re-run on
AFSM were limited. First, Commission staff learned that only rejects from the first pass on
FSScanbe re-run on AFSM. This is because during the first pass on FSS, pieresorted to
groups of delivery points, which more or less resemblegroups of delivery points pertaining
to carrier route s. Suchgrouped rejects canbe aggregatedackto individual 5-digit ZIP
CodesandreOOT 11 | &3 - 8 O thelcakierirdate I€vel Howe@er, firice rejects
from the second pass of the FSS machine runs weretput from the sequencing process
reassembling piecego 5-digit ZIP Codesfor induction to AFSM would requiresubstantially
more manuallabor. As such, staftt facilities explainedthat second pass rejectsannot be
re-run on AFSM andare dispatcheddirectly to DDUs

Moreover, not all first pass FSS rejectsanbe re-run on AFSM. Mail processing staff

explained that FSS machines separated rejects into bins lealson the reason that the

i AAEET A OAEAAGHDI OPAI QAEAGOOROE O £l AOO AAOOE
were not included in FSS sort plansun on a machine®j ¢ q-OATIAIA6 OAEAAOOh A& O
address labels or barcodes that the machine could not re@eland (3) mechanical rejects,

related to issues with mailpiece dimensions or flexibility2®¢ Commission staff also observed

facility staff handling individual pieces that got jammed in the machine dhat fell out

during processing.

%1t is not clear whether sort plan revisions that involved removavgvolumedelivery points from existing sort plans may have contributed to
out-of-sort reject volumes.

9 Causes of such rejedtscluded issues with ink when barcodes were printedno address labels/barcodes printed/attached to cover pages
of individual cataloguegndmissing cover pages where address labels/barcodes were attaEhetlity aff described the last example as
occurring frequently and related to mailers using thaper, which rips off easily when flats sorting equipment handles pieces.

% DMM includes criteria for physical standards that flats mailpiece must meet, such as minimum and maximum length, hetigiokressd,
ability to bend, uniform thicknes$.€., no bumps or protrusionsseeDMM 88 2014, 201.6
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Picturelll-8
Examples of FS8achineRejects

(Left: Bin with pieces that fell out or got jammBAdzNA y 3 C{ { Y I O KB/ SR ENIbEIE SONIBK (FYNEEYD 2C { { 0

| £ OEA &3 30/0MEAA Aapidinfe A68ud on an AFSM becausdike FSSthe

AFSMcannot read their address labelsMechanical rejectscanbe related to an issue with

mailpiece flexibility, e.g, when a lotion sample inserted in a catalogue prevented sufficient

bending and FSS rejected it. Mechanical rejeatanalso be related to paper quality. Staff
AOANOGAT 61 U AAOAOEAAA 1 &3- AO Oi T OA &I OCEOET Cbo
printed on thin paper are rejected by FSS butre acceptable to AFSM. On the other hand,

inflexible catalogues might be unacceptable for both machines. As such, the specific

mailpiece irregularity would determine which FSS rejects could be reun on AFSM ad

which could not.! O AI-a00DO06 OAEAAOOhL 1 lisirvivEd aPsichA A EOOA
these would be acceptable for AFSM machine processing.

The nuances described above suggest thats the number of AFSM sort jobs did not change,
volumes for individual sort jobs may have beeincreasingly difficult to project, especially
for those sort jobs maintained for FSS rejects.

Facility staff described that when FSS reject volumese low, suwch as those shown in

Picture IlI-8, on the left, staff d not re-run them on AFSM and instead dispatched them to

DDUs for manual sorting to carrier routs. Facility staff also described highand low-

productivity AFSM sort plans for FSS rejects, suggestilgE CE AT A 11T x OO0OO0ODPDPI UOb
volumes.
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The negative impact on AFSM productivity stesinot only from potentially low FSS reject
volumes for some sort plans, but also from the timthat it takesto set up and take down a
sort plan on AFSMAt one site, the manager described that it took about 25 minutes to set
up a sort plan and about 35 minutes to take one down. No pieces were sorted while
employee workhours accrued during sort plan set up and clean up. The manager gave an
example of an AFSM sort pfawith only 2,000-3,000 FSS rejects, which took about 15
minutes to process on AFSM. Of the 75 minutes (25 minutes for set up + 15 minutes for
sorting + 35 minutes for take down), during which several employees operated AFSM, only
15 minutes (.e, onefifOEQqQ AT 1T OOEOOOAA OPOI AOAdEsOrtplaBET A86 !
that a facility runs, the morethat FSS deployment harmgs overall AFSM productivity.
Moreover, the unpredictability of FSS reject volumes mes planning operations, including
setting up operating windows for the different sort plans, difficult for sites that serve FSS
zones.

Impact of bundle breakage on AFSM productivityhile FSS deployment impacted volumes
ET 1&3-80 EIT AT | HEout€ buddled@abag®dimpactedl Qoliieds Sorted in

1 &3 -6 O 1 (phtdoidg sbris ©HB-digit level and incoming sorts tothe 5-digit

level. The differences that FSS operations cause volumes to divert from AFSM, while
bundle breakage increassflats volumes that need processing on AFSM.

In general, staff at visited sites explained that mixed flats from broken, loose, and reject
bundles (loose flats)are manually sorted tothe 3-digit ZIP Code level. Discussions with
management also suggested thahe facilities treatloose flats as Managed Mail Program
(MMP) flats.

Picturelll-9
An Example of Flats Processing Flow Chart














































































































































































































































































































































































































































































